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FRIDAY, OCTOBER 1, 1954 


Unirep Sratres SENATE, 
SPECIAL SUBCOMMITTEE ON COFFEE PRICES OF THE 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, DD. G. 

The subcommittee met at 3:15 p. m., in room 301, Senate Office 
Building, Senator J. Glenn Beall (chairman) presiding. 

Present: Senator Beall. 

Also present: Walter H. Moorman, counsel. 

Senator Beauy. Will you raise your right hand, please? Do you 
swear the evidence to be given here will be the truth, the whole truth 
and nothing but the truth, so help you God? 


TESTIMONY OF GUSTAVO LOBO, JR., PRESIDENT, NEW YORK 
COFFEE AND SUGAR EXCHANGE, INC, 


Mr. Loso. I do. 

Senator Brauu. Just for the record, will you state your connection 
with the New York Coftee and Sugar Exchange? 

Mr. Loso. I am the president of the New York Coftee and Sugar 
Exchange. 

Senator Beaty. Then you are the custodian of the records of the 
coffee committee of the New York Coffee and Sugar Exchange? 

Mr. Loso. I am the President. As such, the records are in charge 
of an executive secretary of the exchange. They are, of course, under 
my general supervision. 

Senator BraLi. You have the records with you? 

Mr. Loso. Yes. 

Senator Brau. These are all the records that were referred to? 

Mr. Loso. That is right. Perhaps I should qualify that a little 
bit. The subpena asked us to produce the originals or, in the absence 
of these, true and correct copies thereof. I immediately got the staff 
of the exchange to pull out all the records, which were fairly volumin- 
ous, and to have photostatic copies made. They were delivered to 
me at 5 minutes to 5 yesterday afternoon. I did not open the package 
until this morning, and I find it only includes the photosts its. 

Senator Beaty. But they are all the photostats? 

Mr. Loso. Yes, I chee ked them. 

Senator Bratu. They are true copies? You are prepared to say 
that? 

Mr. Lono. Yes, they are true copies of the originals, with a few 
exceptions, those being some records that they Federal Trade Com- 
mission—I beg your pardon—they Department of Justice took from 
our files in the 1951 investigation and never returned. 
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Of those, we have copies which were made for our files at that time. 
But the great majority, and they are so identified, are true copies of 
all our records. 

Senator Brat. You are prepared to leave those here now? 

Mr. Logo. Yes. 

Senator Beaty. You know Mr. Moorman? 

Mr. Loso. Yes. 

Mr. Moorman. If you desire, you can identify those. You have 
identified them generally, which is all right, sir. 

Mr. Lozo. I have here all of the reports of the coffee committee to 
the board of managers of the exchange from 1950 to date, as requested. 

I have copies of all the minutes of the meetings of the coffee com- 
mittee for the same period. 

Senator Beaty. That is the coffee committee 

Mr. Loso. Of the New York Coffee and Sugar Exchange. 

I have all the correspondence relating to the coffee committee of 
the New York Coffee and Sugar Exchange from members and non- 
members addressed to the exchange, or for the attention of the com- 
mittee or to the committee directly, and the answers of the committee 
of the exchange to that correspondence. 

I have all the minutes of the meetings of the board of managers for 
the same period, including some that have nothing to do—with which 
there were no questions from the coffee committee taken up, but just 
to have the record complete, the minutes of all the meetings of the 
board of managers of the New York Coffee and Sugar Exchange. 

That, I think, is everything that wes requested in the subpena. 

Mr. Moorman. Mr. Lobo, in due time the committee will return 
these to you, if you want them. They will be in safe hands. I take 
it that since they are photostats the committee may have them for 
their permanent file? 

Mr. Lono. That is right. 

Mr. Moorman. You don’t care to have them returned? 

Mr. Loso. No; it is not necessary they be returned. If the com- 
mittee wants any of the originals to be submitted, on a basis to be 
returned, we will be glad to send them down at any time. 

The subpena was handed to me Monday morning, which left a 
rather short time for the pulling out of all these records of the exchange. 
We believe that we have them all. If there is a reference made in any 
of the minutes of either the board of managers or the coffee committee 
to anv correspondence or letter that is not here, we will, of course, 
delve further mto our files and deliver it to the committee. 

Also, if we turn up anything in the next couple of days, we will send 
it down immediately. But to the best of our belief, the executive 
secretary of the exchange and his staff, and myself, who went over 
them before we submitted these for photostating, it appears to me 
we have every record that bears on the subjects requested in the 
subpena. 

Senator Bratt. Thank you very much, Mr. Lobo. We appreciate 
your cooperation in bringing these down. 

(Whereupon, at 3:30 p. m., the hearings were recessed, subject to 
the call of the chairman.) 
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TUESDAY, OCTOBER 12, 1954 


Unitep States SENATE, 
SPECIAL SUBCOMMITTEE ON COFFEE PRICES OF THE 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The subcommittee met at 10:15 a. m., in room 301, Senate Office 
Building, Senator J. Glenn Beall (chairman) presiding. 

Present: Senators Beall and Payne. 

Also present: Walter H. Moorman, counsel, and Donald L. Rogers, 
assistant counsel. 

Senator Beaty. The committee will come to order. This morning 
the Special Subcommittee on Coffee Prices is resuming public hearings 
in its investigation of the high coffee prices which have plagued the 
American consumer for the past 10 months. 

I want to say that Senator Fred Payne, of Maine, is here, a member 
of this special subcommittee. There may be others here as the com- 
mittee work progresses. 

The importance of the subcommittee’s deliberations is well under- 
stood by every housewife and is emphasized by the fact that the 
increase in the price of coffee has cost the American public an esti- 
mated $293 million from January to August, inclusive. 

Homemakers have had to bear this tremendous added household 
expense despite the fact that there is no evidence of a coffee shortage 
today nor during the past year to justify the increase in price. 

Witnesses appeared before this subcommittee last spring and 
attempted to justify the spiralling coffee prices as a natural result of 
the July 1953 frost in Brazil and increased worldwide consumption. 

Admittedly, the legitimate speculation as to the extent of the frost 
damage and its effect on future coffee supplies would be reflected in 
prices to the consumer. A rise in coffee prices accurately reflecting 
these factors would not have been intolerable to the consumer, nor 
caused the President to announce that the Federal Trade Commission 
was conducting an extensive investigation and the Senate to order 
this inquiry. 

However, coffee prices, as every housewife knows, rose sharply 
and rapidly to $1 per pound, and then to far in excess of $1 per pound. 
It was difficult to believe that such high prices were justified as the 
normal functioning of supply and demand in the marketplace, and 
indeed the Federal Trade Commission on its report stated that the 
“cannot be explained in terms of the competitive laws of supply 
and demand.” 

Studies by this subcommittee lead us to agree with the conclusions 
reached by the FTC as reflected in its public report of its investigation. 
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The Federal Trade Commission reported the results of its investi- 
gation and members of the trade and the public have been acquainted 
with that report. The FTC unfortunately was not able to find that 
all active in the coffee industry were concerned with the public interest 
and its report is a black mark against certain elements of the industry. 

Unfair practices on trading exchariges have in the past brought a 
great cry of public indignation and the Congress, after proper study, 
determined that in the general public interest Federal regulations of 
these exchanges was necessary if the American people were to be 
protected from the unscrupulous, the dishonest, and the speculator. 

The New York Coffee and Sugar Exchange is one of the few 
unregulated commodity exchanges which remains in this country. 
The members of that exchange, if they wished to continue operating 
without regard to Federal regulation, had the responsibility of main- 
taining and protecting the public interest. This the Federal Trade 
Commission report found that the members had not done. It was 
found that the coffee market was readily susceptible to manipulation, 
and that certain individuals and groups took advantage of a specu- 
lative situation to manipulate the price to their own advantage, and 
therefore to the disadvantage of the American public. 

The Federal Trade Commission had difficulty in obtaining accurate 
and reliable statistics on crop estimates and stocks, and this sub- 
committee has suffered from the same lack of information. It is 
obvious that insufficient and inaccurate figures as to crop estimates 
and inventory stocks can prohibit prices from tr uly reflecting supply 
and demand. Lack of such information might also place certain 
insiders in a position to take unfair advantage ‘of the market. 

During the past several months the subcommittee, and staff, has 
had an opportunity to make a continuing study of this problem and 
to review the extensive report compiled by the Federal Trade Com- 
mission. That report has verified many of the findings of this 
subcommittee. 

Both the FTC and the members of the subcommittee agree that 
it is necessary to protect the general public interest and to have 
remedial legislation to prevent a recurrence of unwarranted increases 
in coffee prices. 

It is for the purpose of considering recommendations for the appro- 
priate legislative action that we today resume public hearings. 

Legislative proposals in the following areas, as previously announced 
by the subcommittee, will be considered: 

Federal regulation of the New York Coffee and Sugar Exchange. 
The restrictive nature of the coffee futures contract and the failure of 
the exchange to adequately police its members and trading practices 
require Federal regulation at least to the extent exercised over other 
commodity exchanges. 

2. The establishment of an adequate system of reporting coffee 
crop estimates and stocks. The conflicting statistics received by this 
subcommittee during its inquiry point out the great need in this field. 
Lack of adequate information results in uncertainty as to the future 
supply situation, and this leaves coffee wide open for undue specula- 
tion and manipulation. 

3. The encouragement of production of coffee in diverse areas of 
the world so that the eatire world supply will not be endangered by a 
crop disaster in any one producing area. The Foreign Operations 
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Administration has already undertaken some work in this direction. 
Further exploration of the feasibility ol producing coffee in Puerto 
Rico and Hawaii will be considered. 

4. Cooperation with the governments of coffee-producing countries 
to encourage the use of modern agricultural technology to produce 
better strains and increase the yield per tree. 

In other words, consideration will be given to means to provide 
adequate production of coffee, to provide reliable reports on available 
supplies aid to promote the normal functions of a coffee exchange. 

We will hear witnesses representing the coffee exchange and in- 
terested Government agencies present their views as to the type of 
legislation which should be drafted. 

lhe witnesses will be called in the following order: 

1. Edward F. Howrey, Chairman, FTC 

2. Gustavo Lobo, Jr., president, New York Coffee and Sugar Exchange 

5 Leon Israel, vice president, New York Coffee and Sugar Exchange 

1. Harry Frances, floor broker, New York Coffee and Sugar Exchange 

5. Claude L. Horne, Director of Sugar and Tropieal Products Division of Foreign 
Agriculture Service, United States Department of Agriculture 

6. W. A. Minor, Assistant Director, Foreign Agriculture Service, United States 

Department of Agriculture 
Joseph M. Nehl, Administrator, Commodity Exchange Authority, United 

States Department of Agriculture 
Dougias B. Bagnell, Assistant Administrator, Commodity Exchange Authority, 

United States Department of Agriculture 


x 


Our first witness, as we announced, will be Mr. Howrey. Mr. 
Howrey, will you please come up? 

Mr. Howrey, we want to thank you for volunteering to come over 
here this morning. We appreciate your giving us any statement that 
you care to make at this time. 


STATEMENT OF EDWARD F. HOWREY, CHAIRMAN, FEDERAL 
TRADE COMMISSION 


Mr. Howrey. | have a prepared statement which I will read, if it 
meets with your approval. 

Senator Beaty. That will be perfectly agreeable. 

Mr. Howrey. Mr. Chairman, Senator Payne, I appreciate the 
courtesy of being invited to appear before you this morning to say a 
few words about the nature and seope of the Federal Trade Commis- 
sion’s recent economic survey of coffee prices. 

As you know, the rise in the price of coffee following the news of the 
July 1, 1953, cold wave and frost in Brazil set in motion a developing 
crisis in the coffee trade, both domestic and international. 

The Bureau of Labor Statistics, which had recorded average retail 
prices in the vicinity of 91 cents a pound for the closing months of 
1953, reported 94.5 cents a pound in January, 99.4 cents in February, 
and by May the price had reached $1.18. 

This increase in coffee prices received widespread attention in the 
press, where forecasts of $1 coffee in January was soon followed by 
predictions of $1.15 and $1.25 for coffee. 

In Washington, $1 coffee became a reality on January 11, when the 
A. & P. stores announced prices of $1.02 for Maxwell House, Chase & 
Sanborn, and Wilkins coffees to be followed by Safeway and the Giant 
Stores on January 13, and by Food Fair on January 15. 
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By May the price of most of these brands had increased to $1.32 
per pound. Coffee prices quickly became a concern to the coffee 
trade, consumers, the public, and to the Congress and to other 
branches of the Government. 

Your committee announced hearings in an attempt to satisfy the 
public demand for critical scrutiny of the facts and factors responsible 
for the rapid rise in coffee prices. 

The Federal Trade Commission received many complaints, as did 
other Government agencies. These complaints were accompanied by 
allegations of artificial restrictions on coffee supplies, of manipulation 
on the New York Coffee and Sugar Exchange, influencing green coffee 
prices, and of artificial inflation of coffee prices from the green bean 
all the way to the roasted product. 

In response to these complaints, and following the announcement 
by the President, the Federal Trade Commission adopted a resolution 
on January 29 directing that a comprehensive investigation be under- 
taken. The full resources of the Federal Trade Commission were 
immediately assigned to the investigation. For more than 4 months 
a team of attorneys, attorney investigators, economists, statisticians, 
and accountants devoted full time to investigating the several sectors 
of the coffee trade. 

The Bureau of Census assisted in preliminary machine tabulations. 

Before I leave that I should state that the team of statisticians, 
accountants, lawyers, and investigators at the time comprised about 
50 men and women. Additional assistance and overtime has been 
supplied from various divisions of the Commission. 

Throughout the investigation assistance and consultation was fur- 
nished by the State Department, whose embassies gathered much 
essential information from foreign sources, and by the Department 
of Agriculture, especially the members of the Commodity Exchange 
Authority and the Foreign Agriculture Service. 

Investigation was conducted by interviews, by an examination of 
the records of the New York Coffee and Sugar Exchange, the New 
York Coffee & Sugar Clearing Association, and their members and 
other organizations identiiied with the coffee industry and, of course, 
by special reports and interviews with United States importers and 
roasters, including jobbers and merchants. 

This investigation was conducted under section VI of the Federal 
Trade Commission Act, which gives the Commission wide jurisdiction 
to investigate the activities of corporations. 

In carrying out the investigation the Federal Trade Commission 
staff was charged with two basic responsibilities, to explain, as pre- 
cisely as possible, the underlying factors behind the coffee price spiral, 
which commenced in the closing weeks of 1953, and to indentify and 
report on whatever improper practices the investigation might de- 
velop. 

The specific findings of the staff in regard to both of these respon- 
sibilities are set forth in detail in the body of our economic report 
which was made public on July 29. I have a copy of the report here 
which will be made available to you. In its typewritten form it was 
about 1,100 pages; in the printed form it is 523 pages long. 

I might say I consider it one of the finest and fairest economic 
studies ever made by a Government agency. It is an honest job. 
It is a fair job. It is a complete job. It is an objective job, and it 
has all the facts in it for your consideration. 
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The report listed the restrictive futures contract as one of several 
specific causes for the coffee price spiral and the continuing high 
prices. 

The Commission yesterday charged in a complaint filed against the 
exchange, its officers, members, directors, and I think about 300 mem- 
bers which were served as a class, that this restrictive contract con- 
stituted a restraint of trade and violation of section V of the Federal 
Trade Commission Act. 

Other factors which were listed in our economic study were, that is, 
other factors which caused the price spiral and caused the continuing 
high price, inadequate crop reporting; speculation on the New York 
Coffee and Sugar Exchange by private Brazilian interests who entered 
the market and bought heavily just before the public announcement 
of the Brazilian Government’s increased coffee loan rate from 1,200 
to 1,500 cruzeiros per bag; American speculation and abnormal buy- 
ing for inventory by United States importers and large United States 
roasters. 

Another cause which we listed was the announced increase in 
Brazil’s minimum export price from 53 cents to 87 cents per pound 
effective July 1, 1954; in other words, the minimum price at which 
coffee could be exported was increased from 53 cents to 87 cents a 
pound. Then we listed other trading irregularities. 

That completes my statement, Chairman Beall. I would like to 
add that the complaint which was filed yesterday by the Federal 
Trade Commission is the regular procedure we employ at the Com- 
mission. Weissueacomplaint. The respondents are given an oppor- 
tunity to answer that. Wethen haveatrial. The case is then briefed 
and argued and considered by the Commission on the record, on the 
sworn testimony. 

I am required to consider that sworn testimony in my quasi-judicial 
capacity as a member of the Commission, and I think it would not be 
appropriate for me to discuss those issues prior to the time that it 
comes up to the Commission on the full record. Thank you very 
much. 

Senator Beauty. Thank you, Mr. Howrey. Mr. Howrey, as you 
know, this committee is not an administrative committee, and we 
have no intention or desire to infringe on the administration of duties 
that are yours. We are purely a legislative committee. 

What we would like to ask you is, Do you have any specific recom- 
mendations that you care to make this morning as to legislation? 

Mr. Howrey. Yes, lhave, Mr. Chairman. In our economic report, 
which we have submitted to the President of the Senate and the 
Speaker of the House, and which has been referred to your attention, 
we made certain definite recommendations with reference to legislation. 

It is on page x1x of the summary of our report. The Commission 
recommended that the Congress enact legislation designed to remedy 
certain specific things. We call them market imperfections: 

(1) The narrowness of the futures contract; 

(2) The inad -quacies of basic marketing information—in other 
words, better crop reporting; 

(3) The trading irregularities, consisting of unpoliced passouts, 
ex-pit transactions, and breaches of broker-customer confidential or 
fiduciary relationships. 
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The committee further recommended that Congress appraise the 
adequacy of present margin requirements against the facts developed 
in this report. 

Then I think we also recommend that you should consider the ques- 
tion of whether the exchange should be regulated in the same manner 
that other commodity exchanges are regulated. 

Senator BEALL. Thank you very much. Senator Payne? 

Senator Payne. Just one point, Mr. Howrey. I would like to 
clear this up. It is technical. On page 3 of your statement you have 
a reference to the Federal Trade Commission adopting a resolution. 
I understood you to say “January 29.”’ The prepared statement says 
January 26. I notice the report refers to January 26. It is just 
merely to keep the record straight. 

Mr. Howrey. Yes. I have a copy of it here, and the correct date 
is January 26. 

Senator PAYNE. The only other thing I would like to ask is whether 
or not some of the findings that have come about as a result of this 
study, whether or not they fall somewhat in line with the recommen- 
dations that had previously been made—I think at least over 2 years, 
to my knowledge—by Senator Gillette with reference to putting com- 
modity controls on the trading of coffee? Do you recall that? 

Mr. Howrey. I do, indeed. I think he did recommend that the 
exchange be regulated, I do not have in mind his detailed recom- 
mendation. My recollection is that he did make such a recommenda- 
tion. 

Senator Payne. That is all. 

Senator Bratt. Mr. Moorman, counsel for the committee, do you 
have any questions? 

Mr. Moorman. Mr. Howrey, this is the official report of the Fed- 
eral Trade Commission, entitled, “Economic Report of the Investiga- 
tion of Coffee Prices,’ which was made public on or about July 29; 
is that correct? 

Mr. Howrey. It is, Mr. Moorman. We filed with the President 
of the Senate and the Speaker of the House litho copies. They are 
big copies of the typewritten report. This is the printed copy. We 
have now substituted this for the typewritten or mimeographed copy. 

My assistant, Mr. Murchison, has with him the resolution passed 
by the Commission, the summary and conclusions, and the press 
release which was issued at the time that the report was issued. 

Senator BEALL. Without objection, I think they should be made 
a part of the appendix to the record (See p. 449.) 

Senator Parner. I have just one more question. In view of the 
recommendations that the Commission has made—and I want to 
compliment the Federal Trade Commission under your leadership 
for the fine job that has been done —will you at the appropriate time 
be able, if requested by this committee, to submit some very specitic 
points in the form of legislation that may be considered by this sub- 
committee under Senator Beall for recommendation to the Congress? 

The reason I ask is that, as you will realize, it is a highly technical 
proposition. Unless legislation is designed that ties the thing together 
very carefully with the text of the findings of the Commission, the 
legislation could have an awful lot of open ends that would never 
accomplish what you are after. 
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Because of the work that has been done I would like to know 
whether or not you would feel that the Commission would be able to 
furnish this committee with some very specific proposed drafts of 
legislation on request, not voluntarily but on request, that will enable 
us to give something to the Congress? 

Mr. Howrey. Yes, we shall be very glad to do so. I think we are 
qualified now to give you specific recommendations. 

Senator Bratt. Thank you very much, Mr. Howrey. Mr. Moor- 
man has another question. 

Mr. Moorman. Mr. Howrey, the complaint in the matter of the 
New York Coffee and Sugar Exchange, Inc., and the New York 
Coffee & Sugar Clearing Association, Inc., which was furnished to 
the committee, is an authentic and official copy of the complaint 
filed against : 

Mr. Howrey. It is, indeed. 

Senator Beaty. Without objection, we will make that a part of the 
record. It will be incorporated in the record in the appendix. (See 
p. 474 

Thank you very much, Mr. Howrey. Our next witness will be 
Mr. Gustavo Lobo, Jr., president of the New York Coffee and Sugat 
Exchange. Mr. Lobo, will. you raise your right hand. Do you 
sole mnly swear the testimony you are about to give to be the truth, 
the whole truth, and nothing but the truth, so help you God? 


TESTIMONY OF GUSTAVO LOBO, JR., PRESIDENT, NEW YORK 
COFFEE AND SUGAR EXCHANGE, INC.—Resumed 


Mr. Logo. I do. 

Senator Bratt. Mr. Lobo, will you give the recorder your full 
name, address, and your official position, please, sir? 

Mr. Loro. I am Gustavo Lobo, Jr., president of the New York 
Coffee and Sugar Exchange. In my re business capacity I am 
president of Olavarris & Co., Inc., sugar importers, and a partner in 
the firm of Lobo & Co., ecmmodity Sekede. 

Mr. Moorman. You have appeared before the committee in 
obedience to a subpena. Do you desire to make your statement as 
you have delivered it to the committee beforehand rather than to 
proceed with questioning? 

Mr. Lozno. I would like to deliver the statement, Mr. Moorman, if 
it is permissible. 

Senator Beaty. Without objection, you may read your statement, 
if you want to, Mr. Lobo. 

Mr. Lono. Thank you. Mr. Chairman, Senator Payne, | appre- 
ciate the opportunity of appearing before this subcommittee of the 
Senate Banking and Currency Committee to discuss the charges 
made against the New York Coffee and Sugar Exchange in connection 
with coffee price increases in 1953 and 1954. 

The price increase in coffee resulted in a number of inquiries cul- 
minating in the voluminous report of the Federal Trade Commission 
in July of this vear. 

It now has also resulted in charges by the Federal Trade Com- 
mission, announced on the eve of these hearings, that the operation 
of the S contract on the exchange has restricted futures trading and 
is in restraint of trade. 
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These charges will, of course, be answered before the FTC hearing 
examiner December 14, but I believe that some of the facts I wish 
to bring to your attention today also will serve to show on what 
flimsy grounds they are based. 

I am confident that your committee will not let these new charges 
prejudice our case. 

The FTC report of last July contained some very serious charges. 
Briefly stated, it said: 

1. That the rise in coffee prices in 1953 and 1954 was not warranted 
by the supply and demand situation. 

2. That speculation on the New York Coffee and Sugar Exchange 
was a primary cause of the unwarranted price increases. 

Today I propose to discuss the charges against the exchange con- 
tained in the FTC report before I talk about the price increases in 
general and the reasons for them. Let me emphasize at this point 
that we have stated already that there is, in our opinion, no justifica- 
tion for the statements about the exchange on the part of the FTC. 
We think the FTC issued a biased and inaccurate report. 

The statement issued by your chairman on September 26, when he 
announced the hearing, said the committee would consider recom- 
mendations that legislation be initiated, including legislation for 
Federal regulation of the exchange. 

Our position in this matter is well known. We are opposed to 
Federal regulation of the New York Coffee and Sugar Exchange for 
reasons I can state simply. We do not think such regulation is 
needed; we do not think it would be effective; we do not think it would 
have any effect on the price of coffee; we think it would be taken as 
proof of some guilt on the part of the exchange in past operations, 
which we deny; we think such regulation would injure the exchange 
and its operation, thereby damaging those suppliers, roasters, and 
other segments of an important industry who utilize its facilities; 
and, finally, we do not think, as a general principle, that Federal 
authority over the economy should be extended unless the need for 
such extension can be clearly shown. 

The FTC report on exchange activities is very long and very wordy. 
Some of its criticism of the exchange is by inference, but some of it is 
specific. The heart of the FTC case, as we see it, is contained in the 
following quotes which are found in the Summary and Conclusions 
issued by the Commission: 

6. Next in importance to inadequate crop reports, and the attendant expecta- 
tions they generate, the restrictive contract used in futures trading on the New 


York Coffee and Sugar Exchange was among the basic causes of the 1953-54 
coffee price spiral. 


The report also states: 


Moreover, the exchange’s control committee mechanism is inadequate in that 
it fails to provide adequate safeguards for the prevention of manipulation of prices 
and the cornering of a commodity. * * * 

Certain activities on the New York Coffee and Sugar Exchange, in combination 
with imperfections and restraints in the total coffee market, were important factors 
in the recent coffee price spiral. 


We will discuss some details of the report later on but, leaving aside 
the verbiage, much of which shows a lack of comprehension of exchange 
operations, we think the charges against us can be refuted by— 

1. An examination of price changes on the exchange during the 
period in question, 
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A study of the futures contract in use on the exchange. 

. The clearly shown fact that the alleged exchange irregularities 
had nothing whatever to do with the price increases in coffee. 

I have with me a chart showing the course of coffee prices on the 
exchange dating back to July 1953. The chart also lists the parallel 
course for New York spot prices. 

It is easily seen that prices on the New York Coffee and Sugar 
Exchange lagged behind New York spot prices. 

I am sorry we do not have this chart in a form that can be put 
forth for examination by the committee, but I would like to enter it 
in the record. This is a simplified and extended chart of the one which 
I presented to the subcommittee at the hearings held in February. 

(The chart referred to faces this page.) 

They also lagged behind Brazilian spot prices and Brazilian futures 
for the greater part of the period during which prices were rising. 
Furthermore, futures prices have been consistently behind spot prices 
since prices were decontrolled back in March 1952. 

This may seem strange in view of the fact that the cost of carrying 
a commodity, warehousing, insurance, et cetera, are ordinarily 
reflected in futures prices. Other things being equal, futures prices 
would exceed spot prices by the amount of the carrying charges. The 
lag in futures for coffee during the period covered by the chart indicates 
a persisting bearish attitude about coffee prices on the part of those 
familiar with the coffee market. Over a long peried of years, coffee 
supplies have been in excess of demand and prices have been very low 
by comparison with the prices of most other commodities. The 
coffee trade finds it hard to envisage ‘any prolonged period of rising 
coffee prices. 

It stands to reason that if speculation on the New York Coffee and 
Sugar Exchange had been a primary factor in the upward price move- 
ment in coffee during 1953 and 1954, futures prices would have been 
consistently ahead of spot prices, both in New York and in Brazil. 
Instead, futures prices on the exchange lagged, even though as I have 
said futures prices, theoretically must include the costs of carrying 
the coffee. Moreover, there is nothing in price movements on the 
exchange which indicates any markets, corners, or squeezes, which 
affected the market. 

We have emphasized on several occasions the evident fact that 
exchange prices trailed spot prices during most of the period of the 
rise and have insisted that this, of itself, is proof that speculation on 
the exchange was not a major factor in the upward trend in coffee. 

The FTC has never tried to explain this discrepancy between its 
charges with regard to the exchange and the actual course of prices 
on the exchange. 

The FTC summary, to which I have referred, actually gives an 
erroneous impression about the course of prices: 

Prices on the New York Coffee & Sugar Exchange not only paralleled the rising 
prices for actual coffee; they at times actually led the spot market, and by the 
rapidity of their rise, exaggerated the expectation of continued high prices, 


Gentlemen, this statement is most misleading. The 1953-54 rise 
in prices began in July after reports of frost damage in Brazil. During 
the ensuing period of price increases, there were only 2 months in 
which futures were higher than spots during a majority of the trading 
days. 
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I have shown then that the course of prices on the exchange during 
1953 and 1954 contradicts the FTC contention about the exchange’s 
responsibility for rising coffee prices. Bear in mind that—as we now 
know-—-there was ample spot coffee available for delivery. Under the 
circumstances, with coffee available for delivery, the market tendency 
would have been for futures to lead the way and for spots to lag be- 
hind them, if futures trading was responsible for a large part of the 
price rise. There were no defaults at any time because coffee was not 
available for delivery. 

The function of a commodity market is to reflect prices and not to 


make them. This is what many persons do not understand. An ex- 
change mirrors the judgment of the traders as to what prices should be. 
As you know, prices in a free economy are not static. They move up 


and down in response to all developments which affect tthe minds of 
the men who are buying and selling coffee. 

An exchange has other functions, another important one being to 
eliminate the risks for those elements of the coffee trade which do 
not want to speculate. This function is called hedging and it is a 
kind of price insurance. For example, if a trader buys spot coffee, 
he sells futures. If spot coffee dec ‘lines, his futures also decline and 
balance off the loss on spots. The trader makes his profit out of 
services rendered and lets someone else take the risk. 

The FTC, in our opinion, refused to recognize our function and 
almost from the beginning, apparently, made up its mind that it 
was the exchange that was responsible for coffee price increases. 
Long before the report was issued, reports began to come out of 
Washington which indicated that the report would condemn the 
exchange. We had cooperated to the fullest with FTC. Yet, the 
agency never came back to us, prior to the report, to ask us any 
questions about our operations. The study was made, so far as we 
know, by men not familiar with exchange operations. It seemed 
to us that we should have been given an opportunity to know the 
accusations against us, and to explain them if we could. 

On June 28, 1954, I had an appointment with Mr. Edward F. 
Howrey, Chairman of the Federal Trade Commission, at which time 
1 told him about the reports that the FTC intended to accuse the 
exchange. After the interview, I wrote the Chairman a letter, a 
copy of which I would like to introduce into the record. 

I would like to deliver it to the committee this afternoon because 
it was left in the office. 

Senator Beaty. Without objection, it may be put in later. 

(The letter referred to follows:) 

New YorK Correr AND SuGar Excuanace, IN 
New York, June 30, 1954. 
Mr. Epwarp F. Howrey, 
Chairman, Federal Trade Commission, 
Washingten, D. 


Dear Mr. Howrey: I appreciate very much the fact that you took time from 


your eng schedule to see me on June 28 to discuss the forthcoming report of the 
Federal Trade Commission on coffee prices. 
As | told you, the New York Coffee and Sugar Exchange, of which I am president, 


has been very much disturbed by newspaper stories to the effect that speculative 
activity on the exchange has been responsible for a good part of the coffee price 
rises within recent months. Our investigations have indicated that the news 
paper stories came from Commission officials and foreshadowed some of the 
findings in your report 
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We have cooperated in every possible way with your Commission. We have 
furnished all data asked for and answered all questions to the best of our ability 
If the investigators found indications that excessive speculation on the exchange 
was a significant cause of high coffee prices they should have acquainted us with 
their findings. We should have been given an opportunity to explain our opera- 
tions and defend them if any defense is necessary. ‘To this day there has been no 
direct intimation from the FTC that anything was wrong with our operations 

From the beginning of the effort to place trading on the coffee and sugar ex 
change under the Commodity Exchange Act, we have insisted that such an action 
should not be taken without proof that trading on the exchange was responsible 
for coffee price increases which otherwise would not have taken place. Thus far, 
we have seen no such proof. There has been nothing but statements unsupported 
by anything but surmise and suspicion. 

We have objected to CEA regulation of the coffee and sugar exchange for a 
number of very good reasons. We shall state two of them here. One is that 
Government authority — the economy should not be exte nded unless it can be 
shown there is need for Another is that placing the exchange under CE. \ 
would be taken by many od rsons as prima facie proof that we had been guilty of 
contributing to the high price of coffee, or of some attempt to manipulate prices. 
This would be extremely unfair to the exchange. 

The operations of a conmodity exchange are not generally understood. We 
hope the FTC will remember that the function of an exchange is to reflect the 
market and that this is something quite different fron making the market. We 
hope also that the FTC will not succumb to the temptation of distorting normal 
exchange activities into something strange or sinister. For example, trading in 
coffee increased during the period of coffee price rises but trading on any com- 
modity exchange normally rises during periods of unusual price fluctuation, 
whether the price is going up or down. 

So far as we know, the rise in coffee prices has been due to the operations of the 
law of supply and demand. We have seen statements attributed to FTC officials 
that it was strange that coffee prices began to go up before the supply of coffee 
coming to the United States dropped off. It should be pointed out that the rise 
started after reports of frost damage in Brazil last July and there was nothing 
more strange about that than the saving of money before old age actually is at 
hand. 

We strongly feel that the Federal Trade Commission already has in its hands 
conclusive proof that the coffee and sugar exchange is not responsible for coffee 
price increases. This proof should not be overlooked or ignored. 

We have put data into your hands which show that the price of coffee on the 
New York Coffee & Sugar Exchange has been below the price of coffee on the 
Ne W York spot market, the Brazilian spot market, and the coffee futures market 
in Brazil since prices began their rise last year. 

if the exchange had been a bullish price factor, prices on the exchange would 
have been above the New York and Brazilian spot markets and the Brazilian 
exchange. 

We feel then that it is in the interests of the exchange and the Federal Trade 
Commission to study carefully your report and conclusions to see that they are in 
line with the facts. 

Sincerely, 
Gustavo Lopso, Jr., President 

Mr. Loro. In that letter, I told him that the course of prices on the 
exchange conclusively disproved, in our opinion, charges that specula- 
tion on the exchange contributed to coffee price increases. 

On July 19, I again wrote Mr. Howrey, and pointed out that the 
exchange had been accused in Brazil-—-by the newspaper Diario 
Carioca—of contributing to declines in coffee prices. I would also 
like to introduce that letter into the record. 

Senator Bratt. Without objection, it may be entered in the 
record. 

(The letter referred to follows: ) 
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New York Correge & SuGAR ExcHANaE, INc., 
New York, July 19, 1954. 
Mr. Epwarp F. Howrey, 
Chairman, Federal Trade Commission, 
Washington, D. C. 


Dear Mr. Howrey: As you are aware, in my conversation and correspondence 
with you, with Mr. Harry Babcock, and with other members of your staff, I have 
been trying to explain the true function of the coffee and sugar exchange in 
relation to commodity prices. We, along with other exchanges, are frequently 
said to create price. Sometimes the market place is accused of conspiring to 
increase prices. This charge has recently been heard in some uninformed quarters 
with regard to increases in coffee prices over the past several months. 

It is therefore a matter of interest to see in the New York Times for Friday, 
July 16, that the market place is now accused of reducing—not increasing—the 
price of coffee about 6 cents a pound during the last few days. 

The New York Times quotes the Brazilian newspaper Diario Carioca as follows: 
“The decline that continues to be noted in the coffee market—about 600 points 
in the last few days—indicates that recent measures adopted by the Government 
through the Brazilian Coffee Institute are not sufficient.” 

Still quoting from the New York Times, ‘‘The newspaper blamed speculation 
of ‘antinatural forces operating on the New York market,’”’ for the recent 
decline of coffee prices at the market level. 

I call this to your attention merely to repeat that the coffee and sugar exchange 
is no more responsible for last week’s decline in coffee prices than it was earlier 
responsible for the increase in coffee prices. The function of the exchange is to 
reflect the interplay of supply and demand and the attitudes of the trade at any 
given moment about those two basic ingredients of price. 

Very truly yours, 
Gustavo Loso, Jr., President. 

Mr. Loso. In other words, if prices go up we are blamed; if they 
go down we are blamed. 

We never heard from Mr. Howrey. 

One of the recommendations of the FTC is that Congress enact 
legislation to remedy, among other things, the narrowness of the 
futures contract. 

Gentlemen, the alleged narrowness of the futures contract was 
sharply criticized by the so-called Gillette committee, which issued 
a report on coffee in 1949. This committee was a subcommittee of 
the Senate Agriculture Committee and went so far as to recommend 
that the Department of Justice look into the use of the contract as a 
possible violation of the antitrust laws. The Department of Justice 
made the suggested inquiry. Since we heard nothing from the investi- 
gation, we take it for granted that the Department found no grounds 
on which to take action. 

Before I discuss the provisions of the contract, I would like to 
point out one very significant fact. The criticism of the coffee con- 
tract comes almost entirely from people who do not trade in coffee 
and do not use the exchange. There is, of course, some criticism of 
the contract from members of the exchange. This is inevitable and 
would be true, no matter what contract was being used. But the 
sweeping conclusions drawn by the Federal Trade Commission, and 
by the Gillette committee before it, are conclusions by men whose 
experience with coffee is confined to a few weeks or a few months of 
study. Furthermore, their knowledge is a theoretical knowledge. 

There is no evidence in the FTC report, or elsewhere, that the so- 
‘alled narrowness of the contract had anything to do with the rise in 
coffee prices. There are assertions to this effect but these assertions 

ae : ; : 
are unsupported by any proof. Nevertheless, the lack of practical 
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experience with coffee did not prevent the Federal Trade Commission 
from making such statements as: 

* * * the adoption of a satisfactory contract should be made mandatory. The 
contract must be made attractive to the entire trade, and if conflicts exist the 
needs of those who use the exchange for hedging should be preferred over those 
who use it for speculative dealings. Hedging offers a better prospect for creat- 
ing a broad market than does speculation. If the contract is to be adapted to 
the needs of the coffee trade, it must be a universal contract; it probably should 
provide for commercial differences between grades and growths and allow for 
deliveries at New Orleans and San Francisco as well as at New York. 


Yet, just prior to this series of somewhat dogmatic statements, the 


FTC said: 


On the matter of contracts, there appears to be no unanimity of opinion, or 
even an overwhelming majority opinion, in the coffee trade that any particular 
contract yet devised will incorporate the features necessary for the desired broaden- 
ing of the basis of trade. Coffee, because of its taste and other attributes, is a 
heterogeneous commodity. Hence, while the contract can easily be broadened 
much study will be required before it can be broadened enough to create a broad 
competitive futures market. 

Gentlemen, we submit that these statements are contradictory. In 
one instance, the FTC acknowledges the great divergences on the 
matter of a satisfactory contract and the difficulty of. drafting one. 
Nevertheless, this did not prevent the FTC from urging that the 
adoption of a satisfactory contract should be made mandatory. We 
would like to inquire at this point: Satisfactory to whom? The trade 
which must use the contract, or the FTC? Might we point out that 
the exchange adopted a so-called universal contract, the U contract, 
in 1950 and the FTC, itself, refers to it as ineffective. 

The contract generally used today is the so-called new contract 5S, 
which went into effect in May 1953. The basis is Santos No. 
Santos coffee is a particular type of Brazilian coffee, which takes 
its name from the port from which it is shipped. The grade of coffee 
is determined by the kind of bean and the amount of foreign matter in 
it. No. 1 represents the ideally perfect coffee; No. 4 is average. 

The grade of coffee which can be delivered on a contract may be as 
high as No. 2, but cannot be lower than No. 6. Delivery may be 
made from the ports of Santos, Paranagua, Rio de Janeiro and Angra 
dos Reis. All are in Brazil. The FTC says that for all practical 
purposes coffee can be delivered only from Santos. This is totally 
untrue. The deliveries of coffee from the other ports—inaugurated 
only in 1953—are rising steadily. 

“here is a very practical reason why Santos is the basis of the futures 
contract on the exchange. In general, the prices of other coffees 
follow Santos. Both buyers and seller know what they are contract- 
ing for. Santos is the most popular coffee, the coffee which has become 
the standard of value. 

The difficulty with the so-called universal contract, under which 
practically all coffees are deliverable, is that the buyer will get delivery 
on whatever type of coffee is least valuable during the delivery month, 
as the report itself so convincingly points out. The buyer has no 
choice in the matter. He will not know what type of coffee he will 
get until the time of actual tender. He runs the risk of having to 
accept coffee of a type which he carnot use and which, consequently, 
he does not want. Nobody vet hrs thought out discounts and pre- 
miums which will make the different growths acceptable. 
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As I have stated, after the criticism of the Gillette committee, the 
exchange did draft and put into effect in 1950 a broad type of contract, 
the so-called U contract. It permitted the delivery, in addition to 
Santos 4s, of washed coffees of the Latin American countries, Africa, 
and the West or East Indies with the exception of Robusta type 
coffee, which is undesirable. 

There was little trading in the U contract and the reasons were those 
I have already stated. Nobody knew what coffee he would get under 
such a contract and, therefore, no one wanted to run the risk of taking 
delivery under it. 

The exchange has tried, over the years, to improve the coffee 
contract. As proof, there have been almost 30 contracts or amend- 
ments to contracts, put forward in an effort to improve the basis of 
trading. For example, we find six amendments to the original A 
contract between 1886 and 1923. In 1933, a new contract H became 
effective under which Colombian coffees could be delivered. In the 
same year, a contract L went into use. It provided for delivery of a 
wide variety of coffees, including Robustas. In 1935 trading in the 
H contract was suspended and in 1936 the L contract was eliminated. 
Neither had proved satisfactory to the trade. 

If one looks at the matter objectively it can plainly be seen that the 
exchange wants the type of contract which will best serve the coffee 
trade. Trading on the exchange varies in character. It imeludes 
importers who wish to hedge and speculators who hope to make a 
profit. But the exchange must perform a vital and valuable service 
for the coffee industry or there is no reason for its existence. It 
should not be forgotten that the exchange is not a profitmaking insti- 
tution; its only excuse for bemg is that it, through cooperative effort, 
performs a service for the men who buy and sell coffee. 

An examination of trading under the S contract shows that the 
contract is broad enough to prevent the corners and squeezes hinted 
at by the FTC. The FTC report states that not more than 10 percent 
of United States coffee imports are available as the basis for trading 
in futures. This is a glaring error as the following analysis will show. 

For the crop year 1954-55, the United States Department of 
Agriculture estimates Brazil will have for export approximately 14 
million bags of coffee. The carryover in Brazil on June 30, 1954, is 
estimated at approximately 3.5 million bags. Thus, there is presently 
available for exportation to the world 17.5 million bags of Brazil coffee. 
It has been estimated, and I believe that the Federal Trade Commis- 
sion used this percentage as an example, that 70 percent of all Brazil 
coffee is of a quality suitable for the requirements of the New York 
Coffee and Sugar Exchange, Inc. Thus, 12,250,000 bags which meet 
exchange delivery standards would be available for export and, if 
need be, delivery 

As of October 5, 1954, the open interest on the New York Coffee 
wad Sugar Exchaage, lac., consisted of 4,277 contracts, or an equive- 
leat of 1,056,750 bags of coffee or approximately 85 percent of the 
totel Brazilia. available coffee. This open taiterest of 4,277 contracts 
is one of the largest i. many years. To carry our analysis a bit 
further, the next spot moath is December, which has an. open interest 
on the same date of 1.613 ecoutracts or 403,250 bags. This quantity 
represents oaly 3.29 percent of the total Brazilian coffee available 
for export 11 Brazil this coming crop year. 1 could go further, but I 
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think the above sufficiently illustrates the virtual impossibility of 
any individual, firm, or groups successfully manipulating or illegally 
cornering the market because of the narrowness of the contract. 
The very fact of the oped interest referred to above indicates clearly 
that sellers generally thiak it is a good contract and not a narrow 
or unworkable one. 

No perfect commodity contract has ever been drafted. Some con- 
tracts are beautifully conceived but simply do not work. The U 
contract is a very good example of this. The Federal Trade Com- 
mission has stated that too narrow a contract facilitates menipuletion 
and cornering. On the other hand, the Federal Trade Commission 
says that if the deliverable grades are too broad, buyers will not 
take de ‘livery. Therefore, the object is to create a contract wherein 
the buyer will take delivery if necessary and wherein the volume of 
trading is sufficiently broad so that prices reflect as near as possible 
the true value of actuals. I believe the S contract since its origin 
has satisfied both of these requirements; that is, merchants have 
accepted tenders and have used the coffee to good advantage in their 
normal commercial operations. It has proved to be a suitable hedging 
medium. 

The comment of the FTC on a proposed new contract shows a. basic 
lack of understanding of the operations of a commodity exchange. 
Let me quote again a section of the report. 

The contract must be made attractive to the entire trade, and if conflicts exist 
the needs of those who use the exchange for hedging should be preferred over 
those who use it for speculative dealings. Hedging offers a better prospect for 
creating a broad market than does speculation, 

In the first place, there is no conflict between those who use the 
exchange for hedging and those who use it for speculation. If there 
is no speculation in a commodity market, it becomes valueless for 
hedging purposes. If a merchant wishes to sell a contract as a hedge, 


someone must be willing to buy. If there is no speculation in the 
market, the purchaser is likely to be lacking. Speculation in a market 
means depth in a market. To say that “hedging offers a better pros- 
pect for creating a broad market than does speculation” indicates 


that the author does not ‘aude ‘rstand a commodity market, or how it 
operates. If the coffee market were confined only to those who 
wished to hedge, it would be useless for the coffee industry. So, for 
that matter, would every other commodity market. 

In this particular instance the FTC report seems to indicate that 
those who hedge are pure and that there is something morally wrong 
vith speculation. With such a viewpoint, it is easy to understand 
how the Commission arrived at the conclusion that speculation on 
the Exchange forced coffee prices upward. 

The coffee exchange does not operate ia the precise fashion of the 
cotton exchanges, or any other commodity exchange. It has its ow n 
particular set of problems, which go back in turn to the problems of 
the commodity, itself. 

However, I think the record clearly indicates that the New York 
Coffee and Sugar Exchange performs all the vital functions of a com- 
modity exchange. It furnishes easily accessible price and related 
information; it furnishes price insurance, that is, those who wish to 
do so may protect themselves through hedging; through its services 
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it lessens the cost of distributing coffee and it protects those who 
trade upon it. 

The conclusions of the FTC oftentimes are at variance with the 
body of the report. The report is verbose and hard to read. 

The long recital which purports to analyze actual trading operations, 
and in particular those in Brazil, is meaningless when closely examined. 
Nevertheless, it hints at something sinister in these operations. 
Clearly, as the FTC report shows, the Brazilians did not operate in 
concert. Some bought and some sold. 

The report hints that Brazilian traders had advance knowledge of 
Brazilian governmental action affecting coffee, stating: 

Thus, price on the exchange is not determined altogether by the free interplay 
of supply and demand, and traders instantly apprised of decisions as they are 
made in Brazil can capitalize upon them on the exchange because of their posses- 
sion of more complete knowledge. 

This, we submit, is true of any situation where governmental action 
affects the market. It has been only a few years since an investiga- 
tion disclosed that persons in official positions in this country see mingly 
had knowledge of governmental action affecting our CEA regulated 
commodity markets. But I do not see how we can blame the com- 
modity markets for this situation. Also, I would like to point out 
that, during the recent sharp decline in coffee prices, many Brazilian 
traders were long on coffee and suffered accordingly. 

The FTC sharply criticizes the Brazilian crop-reporting system. 
It is not our function to defend the Brazilian Government, but we 
would like to observe that errors in estimates of frost damage from 
the freeze in July 1953, were not confined to the Government. Our 
own embassy in Brazil, which is supposed to make allowances for 
any Brazilian tendency to pessimism, also was in error on the size of 
the 1953-54 and 1954-55 crops. Furthermore, there is instance 
after instance where the United States crop-reporting system, one of 
the most efficient in the world, made mistakes in domestic commodity 
forecasts comparable to that of the Brazilian reporting service in 
1953 and 1954 

The statements in the FTC report that the exchange has limited 
value as a hedging medium are contradicted by the testimony of im- 
porters of coffee, also in the report, which points out they could not 
get financing unless they were able to hedge. 

It is our opinion that the recital of alleged exchange irregularities 
is picayunish and inconsequential. There is nothing whatever to 
connect these with the price movements of coffee. They include 
isolated instances, gossip, rumor, and hearsay. For example, the 
report assails so-called passouts on the exchange. These occur when 
a broaker, having bought and sold a futures contract for his own ac- 
count on a given day at the same price, substitutes the buyer for 
himself with the seller, and the seller for himself with the buyer, and 
eliminates himself as a party to the contract. This action is permitted 
both by the rules of the Commodity Exchange Authority and by the 
New Yor Coffee and Sugar Exchange, although the exchange has 
permitted it only since December 1953. 

The FTC quarrels with the exchange because its regulations do not 
refer directly to the prevention of price manipulations or corners, The 
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FTC knows very well that this matter is thoroughly covered by other 
language. 

The eagerness to find something wrong with exchange operations, 
the enlargement of trivialities, the misinterpretation of ordinary and 
routine transactions, the errors of fact and the all too clearly apparent 
lack of knowledge of exchange operations on the part of the FTC make 
the report largely valueless, except as it demonstrates the need for 
education on the functions of a free market. 

Now let us go back to the FTC charge that the rise in coffee prices 
was not warranted by supply and demand conditions. 

This constitutes a prime example of hindsight. 

Let us examine the facts. On July 3, 1953, the estimate for the 
1954—55 exportable crop from Brazil was 17.9 million bags. Based on 
this estimate, market opinion placed the spot value of coffee at 
53 cents and for delivery in, say, March 1954, at 52.40 cents. It 
appeared that the tight statistical situation, caused by the assimilation 
of wartime stocks and increasing postwar consumption, would disap- 
pear with the expected increase in production. But on July 4, 1953, 
a killing freeze occurred in Brazil. 

The effect of this freeze was not immediatelv ascertainable. By 
December 1953, however, it was becoming evident that the losses 
would be very large. Some estimates of damage ran higher than 
5 million bags, which would have left an exportable Brazilian crop 
of 12.9 million bags. The market began to react strongly to this 
change in the supply situation. We should note that the loss of 
supply envisioned was not the 4 percent stated in the FTC report 
but was about 17 percent. This obviously is an entirely different 
story from that given in the report. The FTC hindsight figure of 
14 million bags for export from Brazil in 1954—55 still is a reduction 
of 3% million bags from the prefrost estimate. Incidentally, the 14 
million bag figure still is subject to doubt in that it may be too high. 

Here is the very heart of the fallacious reasoning on which the 
FTC based its conclusions. The market price on July 3, 1953, was 
not determined by the size of the 1953-54 crop then being harvested, 
but by prospects for the future. The course of the market after that 
date was not determined by the comparison of the 1954-55 crop to 
the 1953-54 crop, but by the changing picture of the 1954-55 crop as 
compared to that expected on July 3, 1953. 

The FTC report takes the further ‘“‘hindsight”’ point of view that 
because the price of coffee later came down, it should not have gone 
up in the first place. On July 3, 1953, the 1953-54 crop exportable 
production of Brazil was estimated at 16.9 million and the 1954-55 
crop was forecast as 17.9 million bags. The latest figures available 
this is taken from Foreign Agriculture Circular FC B23—54, of Sep- 
tember 20, 1954, USDA—show these figures to be 15.1 and 14.1 mil- 
lion, respectively. The 1953-54 figure is now, of course, factual, and 
the 1954—55 figure may be fairly accurate, although some trade sources 
consider it high. However, here again is the fact: the 1953 frost 
caused an apparent loss of an estimated 5.6 million bags, or more. 

This is the basic fact. The world today has about 5.6 million bags 
of coffee less than it was expected to have on the day preceding the 
frost. This is a loss of one-third of a year’s output in Brazil, or 14 
percent of the world’s yearly production. It is not the less than 4 
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percent of world production, or 1 million bags, which the FTC says 
is the extent of the damage. This is another glaring error. The 
report states: 

What is known with respect to the nature of the demand for coffee in the 
immediate past would indicate that a price increase of less than 15 percent would 
have accomplished any reduction in consumer purchasing necessary to equate 
demand with supply If due allowance is made for a higher sensitivity of price 
because stocks were lower at this time than in previous years, the expected price 
increase could scarcely have exceeded 20 to 25 percent. 

The report also says, ‘“‘the frost had no significant effect upon 
the 1953-54 crop.” This insignificant effect was, by the United 
States Department of Agriculture figures, about 1.8 million bags. 
Therefore, if the still more insignificant figure of 1 million bags means, 
according to the FTC, that a 15-percent increase in price would be 
needed to balance demand with supply, is it unreasonable to assume 
that a frost loss of 5.6 million bags would be several times the 15 
percent? Remember this 5.6 million bag loss is a “hindsight” figure, 
with earlier reports placing possible losses considerably higher. 

You may have noted that I have taken the Brazilian production 
figures only. Brazil is where the damage occurred and there was no 
evidence of any unexpected statistical change elsewhere in the world. 
I think also it is fair to say that statistical changes in Brazilian sup- 
plies are extremely important in the United States coffee price 
structure. Brazilian coffee is still far and away the biggest single 
source of coffee for the United States market, accounting for some 
15 percent of the total in 1953. 

Also, it must be remembered that strictly soft coffee from Brazil 
the principal tvpe used in all the big selling blends popular in the 
United States, and thus any anticipated shortage in this type would 
have more than its proportional share of effect.on United States 
buving 

The rest of Latin America provides an equivalent quantity of our 
coffee. Our imports from the rest of the world have exceeded 5 per- 
cent of the total only during the last 2 years. To quote world coffee 
supplies in relation to the United States situation can be very mis- 
leading 

lt is indeed unfortunate that the FTC apparently began its investi- 
cation on the basis that some scapegoat had to be found. The price 
increases in coffee since 1949 followed many years when prices had 
been ruinously low. Coffee is the foundation on which our trade in 
Latin America is based. In 1950 the Gillette inquiry resulted in a 

al report which caused many persons to feel that there was 
something sinister in the increases in price which followed the dissipa- 
tion of the reserves in Brazil. I think all fairminded observers now 
will agree that the increase was justified and came from perfectly 
natural causes. But the agitation with regard to coffee has continued. 
It has become a political commodity. 

In the past Brazil tried on several occasions to raise or stabilize 
coffee prices. The attempts failed. Not long ago Brazil tried once 
again to stabilize prices at the then existing levels. She failed once 

again. These and other instances prove conclusively that coffee 
pric es operate in response to the law of supply and demand. 

On the other hand, it is well known that the United States Govern- 
ment has supported the prices of our own farm products for many 
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years and has done so in a highly successful fashion. As a result, con- 
<umers of these products—wheat, cotton, and so forth—have paid a 
higher price for these commodities. No wonder then that the pro- 
ducers of coffee are wondering why the United States Government's 
concern for consumers apparently extends only to the consumers of 
coffee. It is apparent that irresponsible inquiries into coffee prices 
and the resultant misleading reports have hurt this country in the 
coffee-producing nations. Our foes will use these inquiries and re- 
ports to mislead the man in the street into believing that the United 
States is an enemy of coffee, a product upon which the economy of 
many Latin American countries depends. 

In conclusion, may I again say that we are glad to have the oppor- 
tunity of appearing here today. After the FTC report, we asked that 
we be privileged to go before congressional committees to tell our side 
of the story. We welcome an impartial inquiry. We have no fears 
of its results. 

Senator Beauty. Mr. Lobo, referring to my statement of September 
26. where we talked about regulation of the coffee exchange, that other 
commodities such as corn and wheat are regulated, do you see any 
reason why coffee should not come under the same category 8 the 
other categories, such as corn and wheat? 

Mr. Loso. Yes, I do. Coffee is an imported commodity. It oper- 
ates under greatly different conditions. ‘There are many reasons why 
the regulations of the CEA that have proven somewhat successful, 
perhaps, in domestic commodities would not have the same results 
in trading in an imported commodity 

| think we must recognize the fact that CEA would find it difficult 
to maintain controls of buying and selling in an imported commodity 
that it has in a domestic commodity. ‘There is a vast difference in 
an imported commodity and a domestic commodity. There is the 
matter of international finance, of international policy which would 
have to be considered before any action could be taken. 

IL believe, and I firmly believe, that an exchange dealing in an 
imported commodity is better equipped 

Senator BEALL. You want no regulations at all. You just want a 
free hand to run as you please? 

Mr. Lono. No, Mr. Chairman. There are regulations. There are 
laws in this country that ean be called upon in case there is any belief 
or any proof that the exchange is not operating in a proper manner, 
As a matter of fact, the Federal Trade Commission in its charges 
yesterday is applying such a law. We believe those charges are 
completely wrong. We believe there is no justification for those 
charges. But if there was any proof in the fact, there is a mechanism 
that can control the exchange, that can do far more in controlling 11 
than the CEA would be capable of doing. 

I would have no objection of being included under the CEA, as 
such, if I had any conviction whatsoever that inclusion under the 
CEA would be beneficial in the slightest to the economy of this 
country, to trading on the exchange, or to the general price situation 
in. coffee. 

It is that I am convinced that such inclusion would not do. any 
good, and would only tend to broaden the scope of Federal control 
of a business on which I firmly believe that inereased controls should 
only be placed if there can be shown a reason, # factual, concrete 
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reason why they are needed and not just because some other com- 
modities have them. 

Senator Beau. Senator Payne? 

Senator Payne. I have no questions right now. 

Senator Bratt. Mr. Moorman? 

Mr. Moorman. Mr. Lobo, when you testified before this committee 
on Febru: ary 2, 1954, or in April, on previous testimony you gave, you 
stated you were essentially a sugar man, but that you ‘did know about 
the operations on the exchange; is that correct? 

Mr. Lono. I am familiar with the operations on the coffee and 
sugar exchange; yes. 

Mr. Moorman. But you don’t call yourself a coffee expert? 

Mr. Loro. I am not a coffee expert. 

Mr. Moorman. This report that you made, is that a report you 
made or a report of Mr. Leon Israel? 

Mr. Lorno. We both collaborated on the issuing of the report. | 
wrote a great part of it myself; other parts were assisted by Mr. 
Israel and other members of the exchange. 

Mr. Moorman. You would still admit that you are essentially a 
sugar man and not a coffee man? 

Mr. Loro. Certainly; I so stated. 

Mr. Moorman. You stated here to Senator Beall that coffee 
operates under different conditions in comparison to other commodity 
exchanges, in response to his question. That is your opinion as to 
why it should not be placed under CEA; is that right? 

Mr. Lono. That is right. 

Mr. Moorman. Coffee operates under different conditions, but does 
the coffee and sugar exchange as a commodity exchange operate under 
different conditions insofar as the trading on the floor is concerned? 

Mr. Loro. No, the trading on the floor is the basic trading on any 
commodity exchange. 

Mr. Moorman. Then by your answer here that, “Coffee operates 
under different conditions,” you referred to and had in mind that the 
production of coffee was almost entirely outside of this country; is that 
correct? 

Mir. Loso. Thatis correct. It is an imported commodity and is not 
produced in any appreciable volume in this country. 

Mr. Moorman. Does that fact alone have anything to do with the 
increase in prices, would you say? 

Mr | sOBO. No, | don’t believe so. 

Mr. Moorman. You don’t feel that Brazil had anything to do with 
the increase of prices from the production standpoint? 

Mr. Lono. What do you mean by, “Brazil,’’ Mr. Moorman? 

Mr. Moorman. It seems to me that the word is self-explanatory. 

Mr. Lono. If you mean crop conditions in Brazil, of course, they 
had something to do with the increase in prices. If you mean the 
Brazilian Government, I would say only a very minor effect on prices. 
There is a vast difference between crop conditions in Brazil and the 
Brazilian Government. 

Mr. Moorman. You stated that the criticism of the coffee con- 
tract—I believe this is on page 7 of your statement—comes almost 
entire rely from the people who do not trade in coffee and do not use the 
exchange. You don’t mean that, do you? 

Mr. Lono. Yes, I do mean it. 
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Mr. Moorman. You delivered to this committee documents from 
the coffee committee pertaining to contracts under subpena. Do you 
recall that? 

Mr. Loso. Certainly. 

Mr. Moorman. In relation to that statement of vours, that the 
criticism comes from people not familiar with the operations on. the 
commodity exchange, | would like to read to vou a letter dated Janu- 
ary 20, 1953, from your official records. But first I would like to ask 
you whether Angus Mackey is a member of the Coffee and Sugar 
Exchange? 

Mr. Logo. No, he is not. 

Mr. Moorman. Does he trade in any manner on the coffee and 
sugar exchange? 

Mr. Loso. | believe, just to make it clear, unless I am mistaken, 
that Mr. Angus is deceased. 

Mr. Moorman. When he was alive, did he trade, was he a member 
of the coffee and sugar exchange? 

Mr. Loso. Yes. 

Mr. Moorman. I would like to read to you a letter written by him 
on January 20, 1953, and ask you a question in relation to your 
statement. . 

This letter is from Mr. Angus Mackey to the board of managers of 
the New York Coffee and Sugar Exchange, and I quote it: 


GENTLEMEN: During 1949 the prices for Santos coffee practically doubled in 
price and this same thing can be repeated today under existing terms of the 
present 8 contract. 

On April 6, 1952, “Regulations covering coffee dispatches for 1952-53 crop” 
were published in Rio, including monthly export quotas for all Brazilian ports. 

On November 3, 1952, the President of Brazil signed a decree stating that 
minimum prices must be equivalent to $0.5193 per pound, to be increased on 
March 1, 1953, to $0.5223 and on May 1, 1953, to $0.5253, all f. o. b. Brazilian 
port. 

All this means that the Government of Brazil dictates prices, restricts ship- 
ments, and has created an agency (Brazilian Coffee Institute) to be financed 
by a 10-cruzeiro-per-bag export tax, to enforce its decrees. In other words, 
there is no free market in Brazilian coffee. 

In view of all these controls, in my opinion it is most urgently needed that a 
new contract be immediately promulgated so that manipulation will be avoided. 

As above-mentioned, it a recognized fact that the Brazilians today have full 
control of the prices for all the coffees which are now deliverable on the S contract, 
and therefore, they can, at any time, raise prices to whatever level they desire 

As it is not the function of this exchange to provide a contract that suits only 
the Brazilians, there is only one solution which will prevent manipulation and 
make a free market for all concerned in the coffee trade. Also, it should increase 
the trading on the exchange as 100 lots at the present time constitutes a big 
day’s trading in coffee and another day’s trading amounts to 7 to 30 lots. 

A new contract should be made effective as soon as our rules permit. This 
new contract would be as follows: 

Coffee deliverable to be the same as on the 8 contract at the present time for 
all Brazilian grades which are now permitted and included in this the delivery 
of any and all washed mild coffees described solid bean, strictly soft, no premium 
for any washed mild coffee except that 100 points should be allowed if the coffee 
grade 2’s. 

The 8 contract, with the present restrictions which have been imposed, no 
longer serves its purpose. 


Would you state that that is a criticism of a former reputable 
member of the coffee trade in relation to the 5S contract? 

Mr. Lozo. It is a criticism, but it is not a just criticism. 

Mr. Moorman. Did the coffee committee take any action upon this 
letter in relation to analyzing his comment? 
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Mr. Loxzo. Yes; I believe so. 

Mr. Moorman. What action, if any, did it take, if you recall? 

Mr. Loso. If I recall correctly, it considered the letter, as the coffee 
committee is bound to consider all communications to it, and found 
that no action was warranted at that time. 

Mr. Moorman. Would you agree with the statement that he makes, 
that there is one solution which will prevent manipulation and make a 
free market for all concerned in the coffee trade. 

Mr. Loso. I do not, not necessarily. 

Mr. Moorman. You deny that there has been any manipulation by 
the Coffee and Sugar Exchange, that is, on the floor of the exchange? 

Mr. LoBo. I do. 

Mr. Moorman. Are you acquainted with the Carl Borchsenius Co.? 

Mr. Loso. I know them. 

Mr. Moorman. Is he a member of the exchange? 

Mr. LoBo. Yes. 

Mr. Moorman. Is he quite a large trader in coffee, do you know? 

Mr. Lozso. I do not know of my own knowledge to what extent he 
trades in coffee. 

Mr. Moorman. Is he a member of the board of managers? 

Mr. Loso. He is not. 

Mr. Moorman. Is he a member of the coffee committee? 

Mr. Loso. He is not. 

Mr. Moorman. Does he hold an office on the New York Coffee and 
Sugar Exchange? 

Mr. Loso. No. 

=9 Moorman. I should like to read to you his letter of March 9, 
1954, directed to the New York Coffee and Sugar Exchange: 

GENTLEMEN: With reference to vour circular letter, dated March 5, 1954, 
quoting report of the coffee committee (dated March 2, 1954), last paragraph: 

“T want to recommend that a new contract be established, to take the place 
of the present U contract—and that not only Brazil coffees be tenderable, exactly 
in the same way as on the S contract, but further—that washed coffees from 
Colombia, Central America, and Mexico, also be deliverable, with the same 
description, ‘strictly soft, solid, fair to good roast,’ and at a fixed premium of 
one-fourth cent per pound. 

“Tf such a contract is adopted, I believe that it will result in more trading on 
the Exchange than at the present time, for the reason that growers and exporters 
in Colombia, Central America, and Mexico would probably be interested at times, 
in buying and selling this contract, while they are afraid of buying and selling the 
S contract.” 

Would you comment on that letter? 

Mr. Lono. Certainly. That letter was referred to the coffee com- 
mittee. As a matter of fact, I believe that the coffee committee was 
already at that time studying the possibility of instituting trading in 
another contract. It had held a meeting earlier in the year to obtain 
the opinion of the membership as to whether they felt that another 
contract should be instituted for trading on the exchange. The coffee 
committee has continued working all during the period since before 
and after that letter on the possible institution of a mild coffee con- 
tract, upon which certain coffees would be deliverable, upon certain 
amendments to the present 5 contract. 

Mr. Moorman, a coffee contract, a contract in the commodity 
exchange, is not a stationary thing. It isa living contract. It changes 
with the needs of the times. 
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Mr. Moormay. Isn’t that true of any contract on any commodity 
exchange? 

Mr. Lono. Yes. The fact of the matter is that the letter that you 
read from Mr. Mackey in 1952 did not lead us to believe at that time 
that there was any change required, doesn’t say that the same holds 
true today. The matter is being given very careful and serious 
attention. 

Mr. Moorman. On March 9, as I understand it, when you received 
the letter that I just read to you, that was received at a time when the 
committee was considering different types of contracts? 

Mr. Lozo. That is right. 

Mr. Moorman. Why did the committee feel at this particular time 
that it was necessary to revise the type of contract? I presume you 
are talking about the S contract? 

Mr. Loso. No, not necessarily. As a matter of fact, the indication 
at that time, or the thinking was, the possible institution of a com- 
plementary contract to the 5S contract which would permit delivery of 
other growths of coffee only. 

Mr. Moorman. You, as president of the exchange, take a position 
that the S contract in futures trading serves the purposes of the 
trade? 

Mr. Loro. The S contract has served the purposes of the trade. 
I do not say that it may not be necessary to change that contract from 
time to time. As a matter of fact, we are considering changing the 
contract. We realize that conditions change. 

The percentage of importation of coffee from Brazil has been 
showing a decline in the last couple of vears. The production of 
coffee in other Latin American countries has been showing an increase, 
a relative increase in the last few vears. Therefore, it may be that in 
the near future, it might be wise for the benefit of the exchange to 
include the possibility of delivering certain other growths of coffee 
on the S contract. 

We do not for one minute say that we will not change the contract. 
We are always looking to change the contract if we believe it will 
serve the interests of the buyers and sellers. 

Mr. Moorman, in establishing any contract, and I believe the same 
thing would go for the Senators in their daily action on legislation 
in the Senate, if a bill is enacted or a contract is passed, that is entirely 
satisfactory to one side, whether it is the buyer or the seller, we can 
take it for granted that it is not a good contract. If there is approxi- 
mately an equal volume of complaints from both sides to a contract, 
we, the committee, or the Senate, I believe, can take it that they have 
done a good job at passing legislation. 

The very fact that you need legislation shows that there is a 
difference of opinion, and you must arrive at something that is fair 
to both sides. That is something that we have had in the 5 contract. 
I strongly believe that we have had that in the S contract. 

It does not say that changing conditions do not call for changes 
to be made at times. 

Gentlemen, I may be talking here as if I knew something about 
coffee. I have studied coffee. I have spent a great deal of time on 
it since the charges have been made. I do not think I am talking out 
of the air. I know commodity contracts. I think it is only fair to 
say that the contract has been adequate for the use of the trade. 
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That may be changing now. Such changes are being considered at 
this time. 

Mr. Moorman. In relation to the letter of Mr. Mackey and the 
observation that he made: 

It is a recognized fact that the Brazilians today have full control of the prices 
for all the coffees which are now deliverable on the S contract—— 

Mr. Loso. It was a fact recognized by Mr. Mackey. 

Mr. Moormay. Is that true or not, in your opinion? 

Mr. Loso. Emphatically not, because the market itself shows it 
was not so. I don’t say for a moment that the Brazilian Government 
has not tried to support the price of coffee. They have. Some of 
them have succeeded to some extent; some have not succeeded. 

The Brazilian Government has nowhere been nearly as successful 
in its attempt to support coffee as our Government has been in some 
of the agricultural commodities produced in this country. 

| certainly don’t see anything basically wrong in Brazil trying to 
support, in the Brazilian Government trying to support, its major agri- 
cultural commodity. Unfortunately, perhaps, they have not been 
successful. They have not been successful because of the law of 
supply and demand. When they have tried to support the price at a 
level which was uneconomic, they have found that coffee from other 
areas increased, that coffee from other areas undersold them, and 
they have had to modify those would-be regulations. 

The law of supply and demand still holds and still is acting in the 
coffee market. 

Mr. Moorman. Is Corn, Schwartz & Co., of New York, a member 
of the New York Coffee and Sugar Exchange? 

Mr. Logo. I think so. 

Mr. Moorman. I think the report so states. I would like to read 
to you a statement that that firm made on March 2, 1953. [Reading:] 

In view of the quasistranglehold exercised by the Government of Brazil on the 
price of Brazilian coffee through floor prices and export quotas, would it not be 
timely to forthwith abandon trading in the Santos delivery contract here, and 
substitute the U contract for all new business? 

Do you recall that observation? 

Mr. Loso. Yes. 

Mr. Moorman. What is your opinion on that? 

Mr. Loro. I believe that forthwith to have prohibited trading in 
the S contract and to have substituted the impractical and unworkable 
U contract could have seriously damaged the coffee market. 

Mr. Moorman. Mr. Lobo, when was the U contract put into effect? 

Mr. Loso. 1950 or 1951. 

Mr. Moorman. When was the S old contract modified to the S new? 

Mr. Loso. May 1953. 

Mr. Moorman. When you modified the S contract, making the 
new as distinguished from the old, why did you do it? 

Mr. Lozo. Because the importance of coffees from other areas of 
Brazil were increasing in relation to coffee from the port of Santos, 
and were becoming recognized as such, and therefore the contract 
could be broadened by permitting delivery of coffees which were 
recognized as being of proper quality from other areas in Brazil. 

Mr. Moorman. The reason that the S contract was modified. was 
because the buyers were beginning to like other types of Brazilian 
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coffee rather than Santos, for example; is that what you meant by 
your answer? 

Mr. Lopo. By and large, yes. They were ready to accept delivery 
of other growths of Brazilian coffee. 

Mr. Moorman. Other growths would have been comparatively 
inferior? 

Mr. Logo. Not particularly inferior, but small in quantity, not so 
well known in the market, and therefore not as readily acceptable 
without specific identification. 

It is a very different story from where you as a merchant may buy 
a specific lot with a sample drawn from that load, and one where you 
are going to buy a contract which permits delivery of any coffee from 
any particular area. You want to be fairly certain that the great 
bulk or all the coffees from that area are such that they will be suitable 
for your demands. 

Mr. Moorman. The new contract S provided for shipment from 
4 ports instead of 1? 

Mr. Loso. That is right. 

Mr. Moorman. Formerly it was only deliverable—— 

Mr. Loxso. From the port of Santos. 

Mr. Moorman. Will you define that U contract? Why do you have 
the U contract? 

Mr. Loso. Why do we have a U contract? The U contract was 
instituted to see whether a contract calling for a broad base would 
find an acceptance in the trade. We have tried such contracts time 
and again when certain segments of the trade believed that changing 
conditions are such that they will be acceptable and available for use 
on the exchange. 

Mr. Moorman. And the U contract was adopted by the coffee and 
sugar exchange in 1950, I believe. Has there been any trading since 
that time in the U contract? 

Mr. Loso. There has been some minor trading; no great interest 
ever was developed in that contract. 

Mr. Moorman. Will you tell the committee the reason for that? 

Mr. Loso. The reason was that the sellers were unable to find 
buyers willing to contract to receive coffee under the U contract. 
Obviously, a seller who wanted to hedge Brazilian coffee on the S 
contract, would have no objection to hedging that coffee on the U 
contract. He could deliver on one just as well as the other. So that 
there should be at least as many, if not more so; in fact, there should 
be more on a broader contract, on the U contract. But there being 
an infinite number of sellers does not make the contract a workable 
contract. There must be an equal number of buyers, and the buyers 
simply weren’t there. You can’t force a man to buy a contract that 
he doesn’t want. 

Mr. Moorman. Was that because of inferior coffee 

Mr. Loso. Not because of inferior coffees, but a wide range of 
coffees, some of which might be useless to that buyer for his own use. 

Mr. Moorman. The FTC report concludes that the provision in 
the U contract, which permits delivery of inferior, lower-priced mild 
coffees at the basis price of Santos, has discouraged any buying on 
the U contract; that the buyer could lose 6 to 12 cents a pound if 
lower price milds are tendered. Is that your understanding? 
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Mr. Loso. Frankly, Mr. Moorman, I don’t believe I am qualified 
to answer that question on variations in that contract. I would 
prefer to have Mr. Israel, vice president of the exchange, and the 
coffee man, come up and answer that question, if he will, or it can 
wait until he testifies later on. 

That is a question of differences of grades, differences in values 
and growth, which I really am not qualified on. 

Mr. Moorman. You do know that they do use Santos as the basis 
price? 

Mr. Loso. Yes. 

Mr. Moorman. It is perfectly obvious that anyone who bought 
that kind of coffee on the U contract would have to take whatever 
was delivered to him, and he wouldn’t know what it was on the date 
of delivery and he would have to pay the basis price of Santos, and 
he would obviously lose money on it; wouldn’t he? 

Mr. Logo. Unquestionably. That is the basis which I have 
stated here. 

Mr. Moorman. Didn’t the board of managers or the coffee com- 
mittee know that when they put the U contract into effect, that it 
was impracticable? It must be, as there has been no trading on it 
since about 1950. 

Mr. Loso. You don’t necessarily. You may feel it is impracticable. 
But the board of managers felt it was justified in instituting, trading 
on the U contract, to make a contract calling for the very broad 
delivery base requested by the Gillette committee to make it available 
for trading. 

Mr. Moorman. Was it because of the Gillette committee recom- 
mendations that you put in the U contract? To justify yourselves 
in stating that you had more than one contract? 

Mr. Loso. I think it is fair to say that the action of the Gillette 
committee, the testimony before the Gillette committee certainly 
had some bearing on the adoption of that contract. I don’t think 
there is any question about that. 

Mr. Moorman. Mr. Lobo, in your previous testimony—correct 
me if I am wrong about this—but you attributed the spiraling rise in 
coffee prices to the shortage of coffee, did you not? 

Mr. Loso. To the prospective shortage, of course. 

Mr. Moorman. Well, then, to a prospective shortage. And that 
prospective shortage, the guess as to that would have been occasioned 
by the report of the July 4 frost? 

Mr. Loso. Among other things, yes. 

Mr. Moorman. Do you agree there has been no appreciable short- 
age to justify this spiraling rise in prices? 

Mr. Loso. Mr. Moorman, any commodity—— 

Mr. Moorman. I do not want to interrupt you. You will have an 
opportunity to explain it. Can you answer that question? Do you 
agree there has been on shortage that would justify this rise in prices? 

Mr. Loxso. No; I do not. 

Mr. Moorman. Do you think that the rise in prices is due to a 
shortage? 

Mr. Lozo. The rise in prices was due to 2. prospective tight supply 
and demand situation. Before I can e-\swer that question specifi- 
cally, or by yes or no, I would have to insist that you define what you 
mean by a “shortage.” 
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Mr. Moorman. I will give you an illustration. I need 2 pencils 
and I have but 1. I am short a pencil. 

Mr. Loso. Then you must permit me to make the answer I was 
going to make before, and that is in any commodity operating under 
the free law of supply and demand there will never be a shortage, 
that the action of the market, the increase in prices will reduce the 
demand to the point that it equates with the supply, and the price 
action corrects or equates the supply and the demand. You will find 
that exactly as it is said in the Federal Trade report. That is one of 
the few things in there that I can’t argue with. 

Mr. Moorman. What? 

Mr. Loso. That a rise in price equates the demand to the supply, 
that the demand is decreased as the price increases, and until the sup- 
ply is sufficient to take care of the demand. 

The only time you run into actual shortages is when there is some 
artificial restriction on the law of supply and demand that does not 
permit the demand to shrink in accordance with the rule or the price 
to rise in order to shrink the demand. You have that when you have 
rationing, when you have price ceilings. Then you have actual short- 
ages. Under the present operation of supply and demand you will 
never have an actual shortage. There will never be a time when you 
cannot buy the commodity if you are willing to pay the price of the 
market. 

Mr. Moorman. Was there a greater demand for coffee in Novem- 
ber 1953 to January 1954 than there had previously been, if you recall? 

Mr. Lozo. Well, if by demand you mean were the imports higher 
during that period, or were the sales of coffee during that period, I 
would say, yes. I would say they were. 

Mr. Moorman. You are taking the position that the increase in 
price was due to supply and demand? 

Mr. Loso. Yes. 

Mr. Moorman. The demand of coffee by the consumer or by the 
broker speculating and trading in futures? 

Mr. Loso. The amount of speculation in futures was insignificant 
to the price rise. 

Mr. Moorman. It was insignificant until the frost 

Mr. Logo. No, sir; it was insignificant after the frost. 

Mr. Moorman. After the report of the frost damage in Parand I 
believe there was a greater demand? 

Mr. Loso. Yes, certainly. 

Mr. Moorman. That was due to the frost scare? 

Mr. Lozo. It was due to a belief that the frost was going to diminish 
the supply, and therefore the price would have to rise in order for the 
supply and demand equation to work. 

Mr. Moorman. And that belief caused or at least was attributable 
to the rise in price? 

Mr. Loso. Certainly that is what any rise in price is attributable to. 

Mr. Moorman. Does it continue to be a factor in the price of coffee? 

Mr. Loso. What? 

Mr. Moorman. Since they know that the frost didn’t create the 
damage as shown in the frost report. 

Mr. Lono. Who says so? 

Mr. Moorman. The Department of Agriculture, the State Depart- 
ment, the coftee and sugar exchange—— 
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Mr. Loso. Wait a minute. The Department of Agriculture and 
the Federal Trade Commission report all say that there was a heavy 
damage loss due to frost, a very heavy loss due to frost. 

The Federal Trade Commission report and the Department of 
Agriculture say that the 1954-55 crop will be 1 million bags less 
than the 1953-54 crop; therefore, that the loss is 1 million bags. 
They are completely and totally misstating the facts. The loss was 
not 1 million bags less because the crop was that much less. The 
1954-55 crop was expected to be in the vicinity of 18 million bags, 
and the loss due to frost shown by the Department of Agriculture 
and by the Federal Trade Commission was some 4 million bags or 
more, because there was also some loss in the 1953-54 crop. It wasn’t 
1 million bags. They don’t say it was 1 million bags—they say so, 
but by complete misrepresentation of the facts. 

The United States Department of Agriculture last year was esti- 
mating the crop at 18 million bags. Now they say 14 million bags, 

million less than the previous year. But the estimate of the crop 
did not decline by 1 million bags. The estimate of the crop declined 
by several million bags. 

That is such a fundamental difference that no one with any under- 
standing of markets could make such a statement as the Federal 
Trade Commission. I don’t care about coffee or anything else, Mr. 
Moorman, there was not a decline of 1 million bags because there 
was not a loss of 1 million bags caused by the frost in Brazil. 

By the figures of our Government, by our embassies, by the FTC, 
by the Department of Agriculture, the loss was several million bags. 

Mr. Moorman. Of Brazilian coffee or the world supply? 

Mr. Loro. Of both. 

Mr. Moorman. Mr. Lobo, on page 15 of your statement you make 
this statement: 

It is our opinion—and I presume that you refer to the New York Coffee & 
Sugar Exchange—that the recital of alleged exchange irregularities is picayunish 
and inconsequential. 

You don’t mean that, do you? 

Mr. Lozo. Of course I mean it. You don’t think I would put it 
in there if I didn’t mean it. 

Mr. Moorman. I didn’t know whether you put it in or someone 
else did. I presume whoever prepared it thought it was correct. 
I wanted to be fair to you. 

In relation to your allegation that the FTC report is based on facts 
that they have in the record which are picayunish, may I read to 
you from the summary of their report, the Economic Report of the 
Investigation of Coffee Prices, on pages XLV and XLVI. This 
allegation is made in relation to segregation of customers’ funds. 

One of the provisions of the Commodity Exchange Act designed for protection 
of customers is a requirement that futures commission merchants segregate and 
separately account for margin funds deposited with them by customers. In 
rejecting a proposal made by an exchange member that this safeguard be adopted, 
the commission committee of the New York Coffee & Sugar Exchange reported 
to the exchange’s board of managers that “a rule of this kind would hardly be 
effective unless it were properly policed. There would appear to be no objection 
to such a rule, but as a practical matter we believed that this one rule, lifted by 


itself from CEA re gulations, would not materially add to the proper handling of 
accounts by member firms.’ 
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Mr. Logo. May I ask where you are quoting from? 

Mr. Moorman. I am quoting from the FTC report in its summary, 
pages 45 and 46. It has to do with the commingling of customers’ 
funds by the brokers. 

Do you, as the executive officer of the New York Coffee and Sugar 
{xchange, think that is proper and ethical? 

Mr. Loso. Yes; 1 think so. That has been a controversial subject 
over many years. The board feels, and I feel, that there is nothing 
unethical or improper about that. Certainly the Federal Trade Com- 
mission report does not even infer that that had anything to do with 
the rise of coffee prices. 

Mr. Moorman. Would you say that as executive officer of the 
exchange it would be proper to take a client’s funds and use them for 
your own benefit in trading in coffee? 

Mr. Lozso. Well— 

Mr. Moorman. Assuming that the statement is correct, and the 
implication, that there is a commingling of funds and the broker has 
it available to use as he pleases. Would you say that is proper? 

Mr. Loso. We have never found it improper. 

Mr. Moorman. Your bylaws provide for disciplining the members 
for unethical practices and improper action; is that correct? 

Mr. Lono. That is right. 

Mr. Moorman. Have any of your brokers at any time, to your 
knowledge, ever been disciplined for unethical conduct? 

Mr. Logo. Yes. 

Mr. Moorman. Give an example, if you can. 

Mr. Loro. I don’t have those records with me. I will be glad to 
furnish them to the committee. There are, | believe, several of those 
instances stated in the Federal Trade Commission report. I don’t 
know. Frankly, we have not had a chance to completely study that 
report. There have been instances of disciplining. 

Mr. Moorman. Inrelation to the picayunish allegations of the FTC, 
I call your attention to the summary, page 47. I should like to quote 
to you, Mr. Lobo: 

In the course of the Federal Trade Commission’s investigation, it was found 
that floor brokers who act in the legal capacity of agents for large accounts have 
for many years followed a practice of exchanging information concerning the 
detail of the orders executed in behalf of their various principals. A report of 
this information is made available daily to a small inner group. This information 
enables traders to reconstruct the net open long and short positions of the various 
clearing members and thereby identifies in effect the principals for whom they 
trade. Disclosure of this information can influence the judgment of others or 
attract others into the market by revealing how important traders, for example, 
Brazilian principals who are assumed to be acting on the basis of advance informa- 
tion respecting the coffee situation, are placing their transactions. Those not 
receiving the information are placed in a disadvantageous position. It can be 
assumed that market positions are taken in reliance in part on this information, 
‘ausing price fluctuations not warranted by the best estimates of individual 
traders acting solely on their independent judgments as to supply and demand 
factors. 

As executive officer of the New York Coffee and Sugar Exchange, 
would you say, assuming that this report is correct, the allegations of 
the FTC, that that is an ethical practice of exc hanging information? 

Mr. Lozo. You say assuming that the report of the FTC is correct. 
If the report were correct, that such information is made available 
daily to a smaller inner group, and that this information enables 








386 STUDY OF COFFEE PRICES 


traders to reconstruct the net open long and short position of the 
various clearing members and thereby identified in effect the principals 
for whom they. trade. I think that it probably would not be a proper 
procedure. 

Mr. Moorman. You think it probably would not be—you know it 
wouldn’t be? 

Mr. Loxso. No, I don’t know that it wouldn’t be. If the brokers 
acting as agents for accounts have the permission of their accounts 
to discuss that information, is that improper in any way for them to 
do so? Iam not at all sure that it is. If it were made available only 
to a small inner group, perhaps it would be. Iam not sure that it would 
be, but it might be. But it is not so. 

That is another one of these allegations that the Federal Trade 
Commission made that is not based on fact. That information is 
made available to anybody that asks for it, not to a small inner 
group. 

Mr. Moorman. Do you publish it? 

Mr. Loso. No. 

Mr. Moorman. Why? 

Mr. Logo. It is not part of the publication of the exchange. 

Mr. Moorman. Why wouldn’t you publish it if it is available to 
anybody? 

Mr. Loso. In the first place, it is a matter of information carried 
on by the floor brokers of the exchange, information to their clients. 
It does not identify the principals for whom they trade. It identifies 
the clearinghouses, the clearing firms. It does not identify the 
principals. 

If any individual jumps to a conclusion that because a certain 
clearing house is buying or selling, that it connotes that a certain 
principal is buying or selling, they are subject to very grave errors. 
The United States Department of Agriculture has apparently relied 
on some of this information in some of the bulletins that they have 
published, and they have been completely wrong, because they have 
guessed at the wrong reasons, at the wrong principals being involved. 

Further than that, Mr. Moorman, I actually believe that such a 
practice—it is unofficial. It is inaccurate because you can never get 
it completely accurate at all. I realize that the Federal Trade Com- 
mission has gone to great lengths and spent a lot of money in trying 
to show how accurate that information is. But it is far from being 
accurate. 

I say, it identifies the clearinghouse and not the principal, and that 
is something that is carried on in every market, regulated by the Com- 
modity Exchange Authority or not regulated by the Commodity 
Exchange Authority. You cannot prevent traders who are interested 
in the market from being interested in who is on the other side of 
trades. You can call your broker on the stock exchange and ask him 
who is buying or selling a stock and you will get the answer. It can- 
not be stopped by regulation, nor is there any reason why it should. 

Mr. Moorman. You cannot prevent them from being interested 
in the exchange. That is one thing. But can you prevent them 
through the control of your exchange from getting that information 
by a breach of confidential relationships of the broker divulging his 
principal? 
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Mr. Loso. It is not necessary to get it by that breach of relation- 
ship. There is nothing shown here that there is any breach of that 
relationship. That is one of the things which is in here. Why, how, 
where is there any proof that there is a breach in relationship? 

Mr. Moorman. On page 469 of the FTC report it states as follows: 

Floor brokers’ reports were obtained for the month of February 1954, and the 
trades there recorded were checked against the official bought and sold sheets of 
the New York Coffee & Sugar Clearing Association. Although some discrep- 
ancies are noted, the reports circulated by the floor brokers were substantially 
accurate. It is apparent that those in a favored position, through the use of the 
reports, are able to reconstruct the net open positions of the clearing members, 

Would you say that they are able to reconstruct the open net 
positions of clearing members from seeing those reports? 

Mr. Loso. First, I take strong objection to that phrase where it 
says, “those in a favored position.”” That is not so. That is em- 
phatically not so, that they are able to reconstruct the net open 
position of clearing members. Within a certain range of accuracy, 
that is right; they do so. At times there are vast differences in what 
they think they have and what they have. 

Mr. Moorman. There is a tabulation report of the floor brokers’ 
orders to buy and sell prepared by Mr. Harry Frances? 

Mr. Loso. It is prepared on the floor. 

Mr. Moorman. Here is what the FTC states officially in relation 
to your statement when they talked to you about that: 

Mr. Gustavo Lobo, Jr., president of the New York Coffee and Sugar Exchange, 
when questioned in connection with this practice, reported that he was aware of 
its existence. In fact, his firm avails itself with such information in regard to 
sugar trading. Speaking as president of the exchange, however, he stated that 
he was not in favor of the practice, and that if he knew of any effective way of 
stamping it out, he would employ it. 


Is that a true statement? 

Mr. Loso. No. 

Mr. Moorman. That was not a true statement? 

Mr. Loro. No. 

Mr. Moorman. You did not make that statement? 

Mr. Loro. This is one of those places where I say that this report 
has stated half-truths. I talked to one of the investigators of the 
FTC in connection with this particular situation. 

I agree that I said something to the effect that this was unofficial, 
that I wasn’t at all sure whether it should or should not be done 
However, | said further, and there is no mention of that here, and that 
I very definitely recall—I made no notes of this; this was just in a con- 
versation sitting down with one of the investigators—but I very 
definitely know that I said that, however, I believed that this may 
well be advantageous to the small trader. A large trader always 
knows pretty well who is trading on the market because he is on the 
other side of the trade. 

Obviously the seller known who his buyer is, and the buyer knows 
who his seller is. That is not a question of hearsay. That is not a 
question of opinion. When he signs a contract at the end of the day 
he knows with whom he signs a contract. Therefore, the large trader, 
he man who is buying and selling all day long, knows by and large 
who is on the other side of the market. He knows it. 

Mr. Moorman. He knows that because——— 

Mr. Loro. Of his own business. 
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Mr. Moorman. And also because of the fact that the members of 
the New York Coffee and Sugar Exchange and floor brokers are a 
closely knit organization? 

Mr. Loso. No, sir. I say that he knows that because of his own 
business. If you buy through a broker, you just don’t buy out of 
thin air. You buy from a specific seller, and at the end of the day 
you know who that seller is, or before the end of the day. You 
know. You sign. If you do a big business, you know who are the 
buyers and sellers who are on the other side of the contract. If you 
are interested in knowing it, you can determine that from your own 
daily trading. The large buyers must know, by and large, who are 
the other buyers, the sellers who are on the other side of the market. 

Mr. Moorman. They can only know that by those floor brokers 
having the compilation of orders 

Mr. Loso. No. 

Mr. Moorman. Why do they publish them for each day, as they 
have done for about 25 years? 

Mr. Lozso. Wait. I tried to say that I told this investigator that 
the large trader on the floor is pretty well in a position to know— 
not to guess, to know—who are the houses on the other side of the 
market. He knows because of the contracts that he signs with those 
other buyers or sellers. This compilation makes that information 
available to a broader number of interests. It makes this available to 
the smaller man who would not necessarily have that knowledge 
because of his own buying and selling. 

That does not necessarily mean that it is a bad thing, that there is 
any reason why it should be curtailed. It is unofficial, true. It is 
not published by the exchange. It is a practice that perhaps because 
it is unofficial is open to a certain amount of criticism. But in effect 
it does have the effect of making information that is always available 
to the large trader because of his own operations, not because of his 
relationships with his broker or anything like that, because of his own 
operations, because of the contracts that he signs with the buyer or 
the seller, he has an idea who the people on the other side of the market 
are, but it makes that same information available to the smaller 
traders, and it puts them in approximately the same position as the 
large trader, and therefore it cannot be said that it is restrictive. It 
is not available to a small group or anything like that. I told that 
to the investigator. It is not in this report. 

Senator Beat. Do you have any questions, Senator Payne? 

Senator Payne. Mr. Lobo, I am rather interested in your observa- 
tion as to the value of these reports being circulated on the floor. Are 
you and Mr. Israel in pretty general agreement as to the situation as 
to this relationship between the individual who serves as both broker 
and agent on the floor, and how information can be gathered as to 
what the situation in the market is? 

Mr. Lozo. I am not quite clear, Senator Payne. 

Senator Payne. You just stated a moment ago that you believe 
that there was considerable value, if I understood you correctly, to 
the reports that were available on the floor as to who was buying 
heavy, and so forth. 

Mr. Loso. No, I don’t think that I said——— 

Senator Payne. Didn’t you say that? 
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Mr. Lozo. I don’t think I said there was value to it. It is often 
of interest to people as to who is trading; as to the amount of value 
it has 

Senator Payne. You don’t think it has any value? 

Mr. Lozo. It has a certain amount of value. I think it is rather 
on the minor side. I think it is more of interest, shall we say, than 
value. 

I stated to the investigator, and that I am not questioning, that 
we ourselves are interested in our own business in sugar in following 
more or less as a matter of interest who is on the other side of these 
trades. I don’t believe that I could say that that information has 
ever been of monetary value to us; no. It has been of interest; yes. 

Senator Payne. The reason I was asking is because on page 480 
of the Federal Trade Commission report, without reading it in detail, 
it states that Leon Israel, Jr., vice president of the New York Coffee 
and Sugar Exchange, took the position that the reports circulated 
by the floor brokers were valueless because the identity of the clearing 
member’s ultimate customer was not disclosed and that each firm’s 
activity in the spot market was not known; is that right? 

Mr. Lozro. I said that you don’t know who the principals are but 
you know who the clearing firms are. You never do. Remember 
this, Senator. If any principal for any reason was trying to institute 
an operation which he did not want to be known, it is very easy for 
him to do so. All he does is go to a clearing member that he does 
not ordinarily trade with, so that the information, if a principal 
wants to hide, is kept secret. 

Senator Payne. That statement is based on a letter which appar- 
ently was made available to the Federal Trade Commission, a letter 
from Volkart Bros., in New York, to Escriptorio Suplicy of Santos, 
Brazil, dated September 22, 1953, in which, apparently, they were 
able to give a pretty full and complete description of what was happen- 
ing and who is acting in connection with these things. It makes some 
rather interesting observations which are available to anybody who 
wants to read them. 

Mr. Loso. I would like to interrupt there. That letter again is 
hearsay. It is not factual. It is not based on facts. It is guessing. 

Senator Payne. Aren’t the quote marks in there? 

Mr. Loso. You mean, on page 480? I don’t think so. 

Senator Payne. Where do you suppose they got that material? 
It says, “‘Letter from.” 

Mr. Loso. Where did Volkart? 

Senator Payne. Where did the Commission get that material? 
Where did the committee get this letter that Volkart Bros. wrote? 
Isn’t that an actual letter that they wrote? 

Mr. Loso. I am not questioning that at all. Certainly it is. 
They got that from Volkart Bros., I imagine. 

Senator Payne. In other words, you say the contents of the letter 
is just speculation on the part of the individual and not based on fact? 
Mr. Logo. That is right. I am not saying that they are wrong. 

Senator Payne. You are not saying they are wrong. Would you 
say they are right? 

Mr. Loso. No. 

Senator Payne. Then if you say they are not right they must be 
wrong. 
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Mr. Loso. No, I don’t know whether they are right or wrong, 
Senator. 

Senator Payne. You said they are not right? 

Mr. Lozo. No, sir. I said they did not necessarily have to be 
right. That is hearsay information. It may be factual, I don’t 


know. 
What I am trying to say is that the man who stated that I do not 
believe knew that what he was saying was right. What he was say- . 


ing is what he may have had reason to believe was correct. He ‘is 

Stating it asa fact. But I do not believe for one minute that he knew 

it was a fact. Sometimes you have strong beliefs. As a trader in a 
market—this doesn’t make any difference whether it is a reculated : 
market or not—you may have strong beliefs that a certain buying or 

selling is for a certain account. [ have known many instances where 

you are 100 percent wrong. You may have every reason to believe 

s0, and you may be willing to put it in a letter to one of your clients, 

but that does not say you are right. You may be right, but you don’t 

know that vou are right. You are guessing, 

Senator Payne. Why do you say that all of the things, practically 
speaking, in this report are off base? 

Mr. Loso. Not all of them. just the major ones. I am not being 
facetious, Senator. The basic premise of this report is that the supply 
and demand situation did not warrant the rise because there was only 
1 million bags less production in the previous year. 

I say that is basic but that is completely wrong; rather, it is wrong 
in conception. The production was, true. perhaps 1 million bags less 
than the previous year, but that has nothing to do with supply and 
demand. It is the amount by which the production actually was 
less than what was expected at a previous time. That is factual. 

That is true in any market. 

Senator Paynr. What is bringing the price down now? 

Mr. Lono. The law of supply and demand. As the price went up, 
people stopped drinking coffee. That is what makes it. It became 
evident that more people were stopping drinking coffee. That is 
part of the picture. More people stopped drinking coffee than was 
envisioned in the early part of the year. 

Another one is that it was evident all the way through that this 
shortage, this cutting down in supplies would only be temporary, 
because the overall. long-time trend was an increase in supplies, and ° 
it was believed in the middle of 1953—June, July 1, 1953—that 
supplies had caught up with the demands. 

This frost, with its concurrent loss not of 1 million bags but of 5. 
6, 7, or 8 million bags, was bound to be temporary as production kept 
increasing. 

Senator Payne. How is the supply today? 

Mr. Lono. The supply today is several million bags less than would 
have been except for the frost, but it is only perhaps 1 million bags 
less than it was the previous year. 

Senator Payne. What is the forecast for next year’s supply? 

Mr. Lono. Probably higher. 

Senator Payne. Am | wrong in my memory that when either 
you or some other member of the exchange testified here back several 
months ago you said as a result of the frost there had been a loss in 
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the number of coffee trees, that it was going to take somewhere 
between 3 and 4 years before we would start to get back into produc- 
tion to meet the demand? 

Didn’t you say that there was going to be a continued shortage 
that would take place in 1954, 1955, and 1956? I may be wrong on 
this, Mr. Lobo. I want to be perfectly fair. My memory tells me 
that. 

Mr. Lorno. No, I think, Senator, the statement was at that time 
that it would take that long for the specific frost-damaged trees to 
get back into bearing. 

Senator Payne. If those trees are out of bearing—and it takes 
how long for a new tree? 

Mr. Lozo. For the ones that were killed, it takes about 5 years. 

Senator Payne. What took their place? 

Mr. Loso. Two things. First, the very high prices themselves 
have led to a forcing of production throughout the world. 

Senator Payne. What has happened to the green bean price 
between the time that you were here testifying before and as what it is 
today? 

Mr. Lono. It is somewhat lower today than at that time. 

Senator Payne. How much lower? 

Mr. Lozro. I don’t know exactly what it was at the time. We 
testified at different periods during the time that prices were rising. 
It was around 75 cents a pound. 

Senator Payne. What is it today? 

Mr. Loro. Today it is 63, 64 cents a pound—I don’t want to be 
held to that—part of which is the lowering of the demand. The fact 
became evident that their higher prices were affecting the demand, 
and also the fact that they spurred production at a faster rate than 
was expected in the early part of this year. 

Senator Payne. What has happened to European consumption? 

Mr. Loso. I have no recent figures on that, Senator. 

Senator Payne. Again, I am relying op memory. The indication 
was that that was steadily rising? 

Mr. Lono. That is right. 

Senator Payne. Is that still rising, to the best of your knowledge? 

Mr. Losno. These high prices 

Senator Payne. Have brought that down, too? 

Mr. Loro. Yes. 

Senator Payne. Just one other question. The rules of the New 
York Coffee & Sugar Exchange, as I understand, do permit a member 
to act as an agent and principal in the same transaction, pursuant to a 
general course of dealing between the broker and his customer? 

Mr. Lozo. That is right. 

Senator Payne. Why would you suppose that the Commodity 
Exchange Act, which the coffee people do not come under, as I under- 
stand, why do you suppose their rules specifically prohibit, without 
prior consent, that sort of thing to happen? 

Mr. Lorno. They permit it with prior consent. 

Senator Payne. They permit it if prior consent is obtained for each 
transaction of which the broker takes the other side of a customer’s 
order. Why do you suppose they put that into effect? Do you 
suppose it was to stop manipulation? 
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Mr. Lozo. No. I think that it is certainly proper that a broker 
should not be a principal on the other side of a transaction for his 
client unless the client knows about it. 

Senator Payne. Does the client know in every instance in dealings 
on the coffee situation? 

Mr. Loso. I think by and large, yes. Under our regulations, the 
broker, the customer must know; he must be notified whenever the 
client has acted as a broker on the other side. First, the broker must 
be acting under a general course of dealings, understanding with the 
customer, and then he must notify the customer when he has acted 
on the other side. 

Senator Payne. You don’t know whether that takes place in 
matters relating to coffee transactions? 

Mr. Logo. By and large it does. I cannot say that in thousands 
of transactions there has been no infraction of that. 

Senator Payne. Don’t you think that would be a good thing to 
adopt as part of your own rules? 

Mr. Loso. We have it in our own rules. 

Senator Payne. You do? 

Mr. Loso. That the broker must have consent from his client as 
to the general course of business, or to the specific transaction, and in 
each case he must notify him. 

Senator Payne. That is in your rules? 

Mr. Logo. Yes. 

Senator Payne. Do you have a copy of those rules? 

Mr. Moorman. Yes. 

Senator Payne. I will take your word for it because you are 
president. 

Mr. Loso. Senator, there is a little difference in the wording of 
that and CEA. It is not exactly the same rule, 

Senator Payne. You mean the CEA ties it down a little bit more? 

Mr. Loso. I haven’t studied the CEA ruling, so I don’t want to 
answer offhand. Our rules provide that the client must always know 
when the party on the other side has the transaction. I say, by and 
large, the client does know. There may be infractions, the same as 
there would very well be infractions on the CEA control commodities. 
You cannot in the thousands of transactions that are done know that 
every one is right. I had been looking into that matter personally in 
the last few months because I am interested in seeing, since I assumed 
the office of the chief executive officer of the exchange, that its rules 
are being lived up to. I have looked into many, many instances. | 
have had investigation made. I have not found a single instance of 
willful noncompliance with that regulation. 

Senator Payne. That is all. 

Mr. Moorman. Mr. Lobo, would you please take this copy of your 
rules and regulations and refer, if you find it, to a rule or regulation 
that prohibits the practice that you just discussed with Senator Payne, 
that the broker must have the written consent of his client? Is it in 
general terms? Is it specific or general? 

Mr. Loro. Floor rule 3, page 156 of our bylaws and rules, says: 

No member while acting as a floor broker shall buy from or sell to himself as 
such floor broker directly or indirectly for his own account or that of a partner 
or for any account in which either he or a partner has a direct or indirect interest 
except upon the following condition: The written consent of his principal to the 
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specific transaction or to a general course of dealing by the broker for his own 
account must be maintained, and each purchase or sale must be confirmed in 
writing by the broker to his principal on the date of the purchase or sale and the 
confirmation must indicate that the broker was the buyer or seller, as the case 
may be, and a copy of such confirmation must be filed with the executive secretary 
of the exchange not later than 5 p. m. on the day of the transaction, 1 p. m. on 
Saturdays. Such copy, however, need not bear the name of the principal. 

Mr. Moorman. Have there ever been any violations of that reg- 
ulation, to your own knowledge? 

Mr. Lono. I believe there have been. 

Mr. Moorman. Do you do anything to discipline the members who 
violated that? What could you do in relation to disciplining a member 
if you found him violating that rule? 

Mr. Lozo. What can you do? You can censure him. You can 
fine him. You can niaeiaa him. If necessary, expel him. 

Mr. Moorman. Have you ever fined or suspende «1 or censured any 
of your members for violating that rule? 

Mr. Loro. I am not certain. I would like to check into that. 
There is one case which I am a little uncertain of. 

Mr. Moorman. Mr. Lobo, if I told you that rule was consistently 
violated and nothing was done about it by the executive officers of 
the exchange, would you deny it? 

Mr. Loro. Well, as to consistently, I don’t know. That it is 
violated, I think, is quite possible. 

Mr. Moorman. Then you wouldn’t deny that that rule is consist- 
ently violated and nothing is done about it to stop it? 

Mr. Lozo. With the last statement, Mr. Moorman, I take some 
exception. Something is done to stop it. 

Mr. Moorman. What is being done, Mr. Lobo? 

Mr. Loro. The situation is now under careful scrutiny by the 
board of managers. An investigation has been made into that prac- 
tice. The investigation is such that I cannot at this time give any 
specific conclusion reached, but in general that the violation of floor 
rule 3 has been more in the failure to file written consent, to file 
written notice, to confirm in writing by the broker to the principal. 

Mr. Moorman. The violation has only been technical? 

Mr. Lono. Yes; rather than actual. 

Mr. Moorman. What you want to say here is that the client gave 
verbal consent and-did not put it in writing? 

Mr. Loro. Yes. 

Mr. Moorman. Is that what your investigation showed? 

Mr. Lozo. By and large, yes. There may have been some instances 
when the customer did not know, in which case there would be 
complete violations. We know that in a great many cases where the 
confirmation was not filed by the broker with his principal— 

Senator Bratt. Was it violated in the last year? 

Mr. Loso. I think so. 

Senator Bratu. You were president during the last year? 

Mr. Loso. I have been president since January 29, the exact date 
upon which the FTC investigation was authorized. 

Senator Brau. Has it been violated since you were president? 

Mr. Logo. Has it been violated? Violation by failure to confirm 
in writing, yes. Violation by failure to notify the customer, possibly, 
but we have not been able to find any specific proof, instanc e, where 
the client did not know 
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Senator Beaty. Proof then that they didn’t do anything? 

Mr. Loso. No, I said the matter is being investigated now. It takes 
time. Senator, I am sorry, but these things can’t be done overnight. 
To trace 1 day’s trading and arrive at proof of who did each and every 
transaction when there have been several hundred transactions is a 
very long and tedious situation. That is being undertaken. I expect 
to have an answer on that very shortly. In other words, we are 
going to enforce that very definitely, and we are going to take action 
in such cases 

Senator Beauty. You have just started now to enforce it? 

Mr. Loxzo. We started it some months back. 

Senator Payne. You indicated a few minutes ago in discussing 
with me this supply-and-demand situation that from the best knowl- 
edge that you have, as I gathered it, the supply is going to increase 
from here on in? 

Mr. Lozo. I think it is very likely. 

Senator Payne. Can I ask you one further question? If your 
assumption is correct, can the American public figure on that basis, 
that the price is going to continue to go down some, then? 

Mr. Lozo. Senator, I stated before this committee in February—— 

Senator Paynre. That was when we were going to be in pretty 

tight supply because we had lost a great many trees due to the frost, 
and so forth, and we didn’t have any real future to look forward to 
for possibly 3 or 4 years. 

Mr. Lozo. That is right. 

Senator Payne. Now, we have changed. We come from February, 
or whenever that was, down to this point, and now we find that the 
supply is going to increase. As a result of that increase in supply, 
is that going to result in a decrease in price? 

Mr. Loro. I thought I had this marked. I think it was in answer 
to a similar question put by you at _ time 

Senator Paynr. Forgive me. I can be wrong. I am going on 
memory. I think my question was ‘something along this line: After 
you had stated about the situation concerning supply, I said, “Does 
that mean that the American consumer is going to have to pay higher 
prices than they are paying at the present time?” and I think” the 
answer was, “Yes, because the supply is still going to be down. 

Now, we come to the reverse situation. The supply now is going 
to be up. What is going to be the result now on the price? 

Mr. Lono. May I read my answer to your question? 

Senator Payne. Certainly. 

Mr. Lono. And I think it serves exactly as the answer to your 
question now as it did then. This is from the study of coffee prices 
published by this committee. It is on page 30: 

That is, of course, a basic question. If we assume, which I think it is fair to 
assume, that the market price on any given day in a free market is the meeting of 
all minds as to what is going to happen in the future, not what happened in the 
past, which has already gone and is not reflected in the market, except insofar as 
frost, or whatever it is that affects the future situation, and a meeting of minds 
says the price today is 75 cents a pound, that presumably takes into account a 
feeling of all factors in the market as to what the reaction of the consumer is 
going to be. 

" if the reaction of the consumer proves to be more restrictive than the trade 
feels at this time, the market is going to go down. If the consumers, in spite 
of all the remarks being made by consuming groups, and so on, decide that they 
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prefer their cup of coffee to doing without their cup of coffee, it will go up. The 
market is guessing, if you will; the consensus of all opinion is that the value of 
coffee today is 75 cents within a fraction. If the market is correct, presumably 
it will stay at that. 

However, if factors change, if the actual demand proves to be less than now 
estimated, the market will go down; if it proves to be more, it will move up 
again. I do not think that is particularly a question of coffee. 1 am answering 
a specific question with a generality. 

May I do so again? 

Senator Payne. Certainly. 

Mr. Loro. In other words, the market today is down to around 60 
cents, at which it is guessing, the market is guessing that the price— 
that future supply and demands will call for a price of around that 
level. If the supply should increase more than the market now 
thinks, or that the lowering of the price from the price of around 80 
to 90 cents, where it was at the early part of this year, does not result 
in a renewing trend of increasing consumption, which was interrupted 
by the sharp price rise, then the price will go down further. 

Senator Payne. We were talking then on demand. If the demand 
held up, the price was going to hold up? 

Mr. Loso. That is right. 

Senator Payne. Right now we are talking about supply. 

Mr. Lono. You cannot take supply and demand as separate 
factors. In other wath we knew then that the supply was going to 
be restricted, and therefore it was the demand factor which 1| felt 
was the one that was going to increase or decrease to make the 
market move either higher than the price was then or lower. Actu- 
ally it moved higher from that date and has since moved lower with 
changing conditions. 

Senator Payne. Because supply fell short of demand; isn’t that 
right? 

Mr. Logo. It moved higher because the supply situation had not 
as yet started to change and because the demand appeared to be 
keeping up. Then it moved lower as it became evident that demand 
throughout the world was being restricted by the high prices and be- 
cause the supply was being sitmulated by high prices. That is normal 
action. 

Now, we are the other way. The market has been moving down. 

Senator Payne. Annual supply has been going up? I am not talk- 
ing about the balance of supply and demand that we were talking 
about in February, but I am talking about the supply situation to- 
day. It is going up? 

Mr. Loso. The probable supply for the future, let us put it that 
way, the indications are that it is going to increase. We don’t know 
whether, if coffee resumes its—if the demand resumes its upward 
trend, now that prices have come down again, prices may stay at this 
level for a long time. If the demand continues to show a consumer 
resistance—mind you, these prices are now more or less at the level 
at which they were in 1953—if the consumer demand has built up a 
resistance to high prices, because of publicity, many factors can be 
involved, change of habits, it is possible we may get lower prices. I 
cannot as a student of the market predict that prices will go down. 

Senator Payne. Who is taking the licking now between the price 
that you figured you had to pay for coffee at what it may have been 
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bought for and what it is being sold for today? Are you fellows 
absorbing the difference in cost? ; 

Mr. Lozo. “Are you fellows?’”” Who do you mean? 

Senator Payne. Members of the exchange. 

Mr. Loo. Senator, those members of the exchange, and there 
were many of them, that availed themselves of the hedging facilities 
of the exchange when prices were way up to hedge their stocks of 
coffee, have had offsetting gains in their short position in coffee against 
their losses in the value of the green coffee. Those that did not do so, 
whether they are members, whether they are nonmembers of the 
exchange, roasters who could not hedge, they are presumably taking 
an actual inventory loss. 

In addition to that, we must assume that there were a certain 
number of speculators, if you will, who were long on the market, on 
the exchange, who were long on actual coffee, who are also taking a 
speculative loss. 

When the market was going up, as shown by the report of the 
Federal Trade Commission and this committee, there was a tendency 
on the part of the roasters not to raise their prices for roasted coffee 
until they had disposed of their lower price inventory. I think the 
studies at that time show that more or less to be the case. 

I think to some extent we have the reverse of that now, that is, 
the roasters have not brought their price for the roasted coffee down 
as fast as the drop in the green coffee price, because they have high- 
priced inventories which they have to get rid of. 

Senator Payne. That is what I want to know. 

Mr. Loro. I don’t know. I am just guessing at that. 

Senator Beaty. Mr. Lobo, to get back to the control of your mem- 
bers. I am going to read to you a paragraph on page 490 of the 
Federal Trade Commission report: 

An examination of the records for 1953 of the most active floor broker, W. D. 
Stuart, reve ale d that the firm in which this broker is a partner took the other side 
of a customer’s order 194 times, involving 257 lots representing 64,250 bags. Prior 
written consent was not obtained in a single instance. All the transactions were 
made pursuant to a general course of dealing between the broker and his various 
principals. 

What was done about that? 

Mr. Loso. Senator, our regulations, which I have just read into the 
record, do not provide that a prior written consent be obtained in each 
instance, but that pursuant to a general course— 

Senator Beau. But he didn’t get it in any instance. 

Mr. Loso. He doesn’t have to get it in any instance if he has a 
general course - 

Senator Bzauu. If he has a general order, he can go ahead and do it? 

Mr. Lozso. If you arrange with your client and say, “Look, if the 
need arises, I will take the other side of the trade and I will let you 
know that I have taken the other side of the trade.” 

I don’t know whether this particular broker on these 194 times 
notified his customer each of those times in writing that he had done 
so. He did in a great many instances. 

Senator Bzauu. It says that he didn’t at any time. 

Mr. Loso. I beg your pardon, Senator. It says that prior written 
consent was not obtained in a single instance. It does not say that 
he did not confirm that he had done so. 
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Senator Brau. After it was over? 

Mr. Lozo. After it was over, which is what our rules, regulations 
provide for, provided he has the right to do it as a general course of 
business. 

Further, in general, when a broker has the authority to proceed 
to take the other side of an order in the general course of business, 
and he must confirm it in writing at a later time, in general, at the 
time he executes the order he says to his customer, basically, “I am 
taking the other side of this order.”” Mind you, that doesn’t neces- 
sarily follow that he is assuming a position on the other side of the 
order, because in a great many instances, let us say, that a customer 
wants to buy July at the market and the broker goes out on the floor 
and finds that he cannot buy July except by paying up for it, but there 
is another floor broker that has an order to sell December. So the 
broker will buy the December instead of the July and work a switch, 
buying one month and selling another month, and normally maintain 
a fairly equal relationship. So he is not taking an actual position in 
coffee against his customer but is giving him the month he wants and 

taking a switch which he expects to get out of later during the day or 

some other time, or which he might “be able to do with someone else 
who wants to switch. So it is not necessarily taking the other side 
of the contract. 

Mr. Moorman. Mr. Lobo, when you testified before the hearing 
and before the Committee on Agriculture and Forestry of the United 
States Senate on February 2, in relation to the placing of the New 
York Coffee and Sugar Exchange under CEA you had this to state: 

Gentlemen, I submit that the inclusion of coffee among the commodities under 
the purview of this act—that is, the CEA—would bring in its wake a score of 
major difficulties, disruptions, maladjustments and, international complications. 

With the CEA having supervision over coffee and controlling the 
violations and breach of fiduciary relationships and the practices on 
the exchange as to ex-pit transactions, how could that cause any 
international complications? Maybe the question is unfair. It 
couldn’t, could it? Control by CEA of the operations of the floor in 
relation to the ethics and practices certainly wouldn’t cause any 
international complications? 

Mr. Loso. Not in those specific things. 

Mr. Moorman. What control that the CEA may possibly exercise 
could create an international complication? 

Mr. Loso. First, is the fact of control itself. 

Mr. Moorman. Can you give an instance? 

Mr. Loso. Coffee is not grown in this country. Trading in coffee 
is trading in an imported commodity. The regulation of a commodity 
grown in another country, of trading in a commodity grown in other 
areas by an agency of this Government may well be taken amiss by 
the uninformed, by the man in the street in these other areas as an 
action against the product of that country, as an attempt to control a 
foreign commodity. 

Mr. Moorman. You can’t cite a single instance, then, in — 
the problem of the New York Coffee & Sugar Exchange, coffee as 
commodity controlled by CEA would cause an international com- 
plication? It is perfectly obvious that CEA couldn’t control foreign 
coffee in relation to its production, Mr. Lobo. You have made that 
statement twice—— 
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Mr. Loso. It could control it as a market medium. That action 
by the CEA, which could be interpreted as being or as tending to 
restrict the foreign country from obtaining the true market price for 
its commodity, could certainly be interpreted by the producers, by 
the foreign country itself, as being not in the best interest of that 
country. 

Mr. Moorman. CEA doesn’t control prices. You know that, 
Mr. Lobo, don’t you? 

Mr. Loso. I know it, yes. If the CEA doesn’t control prices, Mr. 
Moorman, then why are you trying to put us under CEA on the basis 
that it will control prices? 

Senator Brau. It controls the operations. It controls the ethics 
and operations of the exchange. 

Mr. Logo. Senator, as I stated then, and I stated again today, the 
controls by the CEA are not in themselves onerous on trading, no. I 
don’t think they are. I do think they are much more difficult to 
apply to an imported commodity than to a domestically produced 
commodity. 

I also think they are much more subject to misinterpretation, to 
feeling of abuse, even if there is no actual abuse, by another sovereign 
power or by the citizens of that power. I think we should go very 
carefully and see that the inclusion of coffee under the Commodity 
Exchange Act would have an actual, beneficial action, that it would 
control practices which are not now controlled, that those practices 
that it would be intended to control have in fact led or have caused 
manipulation in any way. 

There is nothing I can see in the Federal Trade Commission report 
that says any of these practices actually caused one iota of change 
in the trend of the market, that these practices lead to manipulation. 
The Federal Trade Commission report I don’t believe has shown 
there is manipulation. It certainly has not shown, and does not even 
infer, that these practices which might be controlled by the CEA, 
although not necessarily, led to manipulation or price increases. It 
doesn’t even infer that. 

It states that those practices existed, some of which are permitted 
under CEA, others of which are a misunderstanding of what goes on. 
But let us be sure that the CEA controls can do something that we 
could not have now under our own rules and regulations. 

Senator Bray. It is something that you haven’t been able to do 
so far in your own organization. 

Mr. Loso. Let’s see that it is there. If there is something there, 
let us look at it. I don’t believe that the CEA regulation for a 
minute has been unfair on these other commodities. Let’s make 
sure, if we are going to leave ourselves open to possible charges of 
misinterpretation by other areas, that there is a good and sufficient 
reason for that, Senator. 

Senator Brau. It is all right for them to control the other brokers 
dealing in other commodities but they shouldn’t do it for coffee? 

Mr. Lozo,. Senator, that is human nature; call it what you will, 
but let’s not do something just because it sounds like a good idea. 
Let’s find a solid basis. 

Senator Beaty. We are doing that, Mr. Lobo. We have been very 
patient in this. 
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Mr. Loso. I know you have. There is no question in my mind at 
all. I think you have been patient. I think you have given us a 
very fair hearing, both before and by your questions now. You are 
trying to get at the facts. I am not questioning that at all. I am 
just trying to put my ideas before you. 

Senator Brau. I can assure you that we want the facts and we 
will get them if we can. The committee thanks you very much, Mr. 
Lobo. 

The committee will stand in recess until 2:30 when Mr. Leon Israel 
will be our witness. 

(Whereupon, at 1 p. m., the committee recessed to reconvene at 
2:30 p. m.) 

AFTERNOON SESSION 


The hearing reconvened at 2:30 p. m., Senator J. Glenn Beall 
(chairman) presiding. 

Senator Beaty. The committee will come to order. We are going 
to change the witnesses around a little. I will substitute Mr. Harry 
Frances next, if you do not mind. 

Will you raise your right hand? Do you solemnly swear the testi- 
mony you are about to give to be the truth, the whole truth, and 
nothing but the truth, so help you God? 


TESTIMONY OF HARRY FRANCES, FLOOR BROKER, NEW YORK 
COFFEE & SUGAR EXCHANGE 


Mr. Frances. I do. 

Senator Beaty. Will you give your full name, address, and occupa- 
tion; please, sir? 

Mr. Frances. Harry Frances, 170 Grandview Boulevard, Yonkers, 
N. Y.; member of the New York Coffee & Sugar Exchange. 

Senator Beaty. What is your official position with the New York 
Coffee & Sugar Exchange? 

Mr. Frances. I am a member of the exchange and a floor broker. 

Senator Bratt. You are a member of the board of directors? 

Mr. Frances. No, sir. 

Mr. Moorman. How long have you been associated with the New 
York Coffee & Sugar Exchange? 

Mr. Frances. Since 1926. 

Mr. Moorman. In the capacity of a floor broker? 

Mr. Frances. As a clerk, private clerk to a broker. 

Mr. Moorman. How long have you actually been operating as a 
floor broker on the exchange? 

Mr. Frances. I would say since 1937 or 1938. 

Mr. Moorman. Would you describe briefly in your own words 
your activity as a floor broker with the floor brokers on the exchange 
in relation to exchanging information as to the principals they 
represent? 

Mr. Frances. My position there is that we brokers, apart from 
executing our orders, to the best of our ability, we also give our 
customers whatever information is available to us, which may help 
these customers to make up their minds as to which way they are 
going to trade, whether they are going to wait later on trade now. 
We feel on the floor we are the eyes and ears of the accounts. 

433083—54—pt. 2——4 
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Mr. Moorman. Of what accounts? 

Mr. Frances. Accounts that we do business for, buy and sell. 

Mr. Moorman. You put out a daily report on the floor of the 
exchange, do you not? 

Mr. Frances. That is right. 

Mr. Moorman. I would like to show you an exhibit from the report 
of the Federal Trade Commission and ask you if you can identify that. 
It is noted on page 468 of the FTC report. It is entitled “Sample 
Report of Floor Brokers’ Compilation Orders to Buy and Sell Coffee 
Futures.”’ 

Mr. Frances. This is a copy. 

Mr. Moorman. Is that a true copy, would you say, of the exhibit 
that you gave to the Federal Trade Commission? 

Mr. Frances. It is a copy of it. I wouldn’t know which day it 
was. 

Senator Beau. It will be inserted in the record. 

(The material referred to follows:) 


Sample report of floor brokers’ compilaticn orders to buy and sell coffee futures ! 


Bought Sold 
K N l Z H K N T Z H 

A rv ) 1 2 
Volk 15 1 4 5 8 2 5 l 
Aci 2 2 2 
E. Asia 4 3 
Leo } l 6 5 2 2 3 
Merr 8 8 8 8 16 6 
Schonb 1 - 
Litt 8 1 2 2 2 
Mackly 6 2 6 
Schwab 4 6 2 
Ruffner 2 2 3 
Walter 
Hent 1 3 
Liet 4 1 7 6 2 7 2 6 6 
Bac 1 | 1 1 
The 
McFad 
DuPor 17 14 4 
Colodney 2 
Monit 3 $ 4 7 1 6 3 
Harri 1 1 
Huttor ’ 10 5 4 
Dy l l a 

ym 5 1 e 
O 1 2 2 1 ~ 
Loet 4 
CGrood body 3 2 


The letters K, N, U, Z, H represent the delivery months of May, July, September, December, and 


March, respectivel) Che lst 25 names of the cle :ring me s appearing on the report are printed whereas 
the additional names appearing each day are writte On ier days, the trades of as many as 38 clearing 
members are reported, representing practically all members clearing coffee futures. 





Mr. Moorman. Would you care to tell the committee whom you 
represent on the floor? 

Mr. Frances. I do business for J. Aron, A. C. Israel & Co., Merrill 
Lynch & Co., Schwabach & Co., Monitz, Wallack & Colodney, B. W. 
Dyer & Co., and various other small houses that might be given up 
by individual customers. 

Mr. Moorman. Would you take that exhibit and explain the 
significance of it in relation to the compilation of orders to buy and 
sell coffee futures? 
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Mr. Franczs. This is a result of the buying and selling that has 
taken place during the day after the trade has taken place, after the 
close of the market. 

As far as I am concerned, the accounts listed here that I handled 
are almost invariably accurate because I have the permission of my 
accounts to divulge the information. The account that does not wish 
to divulge the information will say so and it will be kept quiet. Then 
we will make an effort to guess as to what the account has done, which 
is easily done. 

Mr. Moorman. What would you say is the primary purpose of 
compiling this report each day? 

Mr. Frances. Market information, something to talk about. You 
see, we brokers on the floor are too busy to know what is going on in 
the street. We are too busy to digest the statistics, the politics and 
everything else that has a bearing on our markets. We can only talk 
about what happens on the exchange, which is the end result of all 
this information that simmers down into the street. 

Mr. Moorman. A copy of that report, then, is made available to 
participating floor brokers? 

Mr. Frances. To anybody who wishes it. 

Mr. Moorman. Do you publish it? 

Mr. Frances. No. 

Mr. Moorman. Why? 

Mr. Frances. Because it is an unofficial publication. There is no 
reason to publish it because all those who want it will make a copy of 
it. Ihave a copy that I keep for 2 or 3 days, and after it has outlived 
its usefulness I will throw it away. 

Mr. Moorman. The general public then has no access to that re- 
port? 

Mr. Frances. They have it if they wish it through their brokerage 
houses. 

Mr. Moorman. The general public? 

Mr. Frances. If they are traders; yes. 

Mr. Moorman. Not publishers of papers? 

Mr. Frances. If a member of the press wishes to see a copy of it, 
I would be happy to give it to him at any time. They have never 
asked me for a copy. 

Mr. Moorman. Do you know that they know there are copies 
available? 

Mr. Frances. I believe they do. 

Mr. Moorman. How long have you been compiling such a report? 

Mr. Frances. Ever since I have been a clerk on the floor of the 
exchange, and I think I took it over from people before me. 

Mr. Moorman. How long? 

Mr. Frances. I took the job over about 1928. 

Mr. Moorman. Would you say that that report that you compile 
is pretty accurate in relation to disclosing the name of the clearing 
members? 

Mr. Frances. Yes, I would say so. 

Mr. Moorman. Would you say that report enables the brokers to 
know who the clearing members represent? 

Mr. Frances. No, that I deny. 

Mr. Moorman. Then why would you publish it? 
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Mr. Frances. As I said before, it is a point of information. People 
in the trade want to know who is doing the buying and who is doing 
the selling on the exchange. They will take that information, and 
based on that information the -y will try to guess as to whose principal 
is behind these trades. There is nothing definite in it. Anybody can 
guess. 

Mr. Moorman. Do you furnish that report, any of you broke ‘rs, to 
any of your clearing members or persons of clearing members’ repre- 
sentatives? 

Mr. Frances. I supply it only to clearing members because those 
are the only ones who have asked me for it. I believe the clearing 
members in turn supply it to their customers. 

Mr. Moorman. You know that, don’t you? 

Mr. Frances. That is true. I have made inquiries to that effect 
since this investigation has been going on, and I find this information 
is given to about 50 or 60 various people who are interested in it. 

Mr. Moorman. Would you say that practice is ethical? 

Mr. Frances. I would say yes, because the accounts involved know 
what is going on, sanction it, and expect to get the information back 
in return. 

Mr. Moorman. You definitely give it to your clients? 

Mr. Frances. Definitely. 

Mr. Moorman. Roughly how many, would you say, that you had? 

Mr. Frances. There is Aron, A. C. Israel, Merrill Lynch, Schwa- 
bach, Bache, Monitz, Wallack & Colodney, B. W. Dyer, although 
they don’t ask for it. That is a fair number. 

Mr. Moorman. That is about 6 or 7? 

Mr. Frances. Yes. 

Mr. Moorman. And that is all who get it? 

Mr. Frances. Yes. 

Mr. Moorman. It is exchanged between a limited number of floor 
brokers? 

Mr. Frances. No. The information is available in exchange 
between almost all of the floor brokers. 

Mr. Moorman. Do you sell this report? 

Mr. Frances. No, sir. 

Mr. Moorman. Is Mr. Israel a customer of yours? 

Mr. Frances. Do you mean Leon Israel? No. 

Mr. Moorman. Does he get the report? 

Mr. Frances. From another broker. 

Mr. Moorman. From whom? 

Mr. Frances. From W. D. Stuart, I believe. 

Mr. Moorman. Does he compile this information daily? 

Mr. Frances. I believe he does. 

Mr. Moorman. Is the exchange operating today? 

Mr. Frances. No. 

Mr. Moorman. Who compiled this report in your absence? 

Mr. Frances. One of the other brokers would take it over. 

Mr. Moorman. Who would take it over? 

Mr. Frances. David Fromm. 

Mr. Moorman. Are there any others? 

Mr. Frances. The days that I have been out he has stepped in. 
I don’t believe I asked anybody else. 
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Mr. Moorman. Then you do admit that you compile this report 
daily and you don’t feel that there is anything unethical about it? 

Mr. Frances. I do not. There can’t be anything unethical about 
it if the people involved are aware of its activity and contribute to it. 

Mr. Moorman. You mean that your principals give you _per- 
mission 

Mr. Frances. Absolutely, to the letter. 

Mr. Moorman. In writing? 

Mr. Frances. No. 

Mr. Moorman. Verbally? 

Mr. Frances. Yes. 

Mr. Moorman. Have they done that for the 20 or 25 years that 
you have been compiling this report? 

Mr. Frances. Yes. My contribution to this buyers’ and sellers’ 
sheet is as accurate as a clearinghouse sheet, | would say. You 
cannot say that the information that I get is as accurate because I 
do not question the brokers who contribute. I accept what they give 
me. I can testify my information is to the letter. 

Mr. Moorman. Have you had any occasion to believe that some 
of the information that the other brokers gave you was false? 

Mr. Frances. I wouldn’t say that. I thought perhaps they might 
have left out some part of a trade where their customer might have 
asked them not to divulge that particular trade. 

Mr. Moorman. If I told you that these other brokers gave you 
information that was deceptive and false in trading in making this 
report would you deny it? 

Mr. Frances. No. I wouldn’t deny it. It could be possible. I 
would not question it. I accept what they give me and give it to my 
customers for what it is worth. I do not guarantee the accuracy. 
This is a service that they have asked for and have been given for 
many, many years, and I understand it goes on in every other com- 
modity that I know of. 

Mr. Moorman. It is a valuable report? 

Mr. Frances. | don’t know what you mean by “valuable.” 

Mr. Moorman. They can take that report and analyze the longs 
and shorts on it? 

Mr. Frances. Yes, as far as the clearinghouse is concerned. 

Mr. Moorman. That is the purpose for putting it out? 

Mr. Frances. That is right. I don’t see where it could be con- 
strued as valuable. I don’t think it could be used to manipulate or 
trade or operate in the market based on this information. 

Mr. Moorman. You don’t think it could be used to manipulate 
the market at all? 

Mr. Frances. No. 

Mr. Moorman. You think it could be used for speculation? 

Mr. Francrs. No. 

Mr. Moorman. What is the purpose of putting the thing out? 

Mr. Frances. Information. 

Mr. Moorman. Information to accomplish what objective? 

Mr. Frances. To know who is doing the trading and whether the 
buying is trade buying or speculative buying or the selling may be 
Brazilian selling or buying. It makes for market information and 
possibly will help them write their letters. It helps them write their 
market letters, and they guess who might be behind these trades. 
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Mr. Moorman. Then your testimony is that for 20 or 26 years 
these reports have been put out just for the purpose of putting out a 
report to give information and not to enable people who have limited 
access to it to speculate or manipulate the market? 

Mr. Frances. That is right. 

Mr. Moorman. Squeeze out the long or short, or something of that 
kind? 

Mr. Frances. I think it is almost impossible to use that information. 
I will make this statement: If it could have been used, I would have 
used it myself. I do not keep these records because I have found from 
experience they are absolutely valueless. 

Mr. Moorman. Have you ever represented both sides of the deal? 

Mr. Frances. How do you mean that? 

Mr. Moorman. A customer, buyer, and seller? 

Mr. Frances. I may be on both sides of a trade for two different 
customers very often. 

Mr. Moorman. Do you divulge your information to both of them? 

Mr. Frances. I certainly do. 

Mr. Moorman. Isn’t it a basic law of agency that a relationship 
between agent and principal is confidential and information the agent 
has wouldn’t be divulged? 

Mr. Frances. It certainly is except for the fact that the principal 
allows the information to be divulged. 

Mr. Moorman. That is, the buyer and seller both would allow you 
to divulge it? 

Mr. Frances. Yes. If any principal suggests to me that his opera- 
tion should be kept secret, I would certainly do so because that is 
my purpose on the exchange floor, to serve my customer. 

Mr. Moorman. I take it that generally here you don’t believe then 
that your principals for whom you are acting as agent intend that the 
relationship shall be confidential? 

Mr. Frances. No; because they are perfectly aware of the fact that 
this information is divulged. 

Mr. Moorman. “They are aware.” To whom do you refer? 

Mr. Franczs. J. Aron & Co., A. C. Israel, Merrill Lynch, Schwa- 
bach & Co., and so forth right down the list. 

Mr. Moorman. That is a limited number of traders on the floor 
associated with the coffee and sugar exchange? 

Mr. Frances. These are not traders but the clearinghouses I do 
business with. I can only testify as to those that I do business for. 
I don’t know about the others; other brokers represent other houses. 

Mr. Moorman. There is no doubt but due to the close association 
of brokers there on the floor they can determine who clearing members 
are doing business with? 

Mr. Frances. One way or another. 

Mr. Moorman. That is the reason they put out the report, so they 
can speculate and manipulate. 

Mr. Frances. I disagree with that entirely. I am amazed that a 
question like that is asked of me. 

Mr. Moorman. Why does that amaze you? 

Mr. Frances. Because, if my accounts, and I am telling you this, 
Senator, if two of my accounts here, the most secretive accounts in 
the coffee trade, they give absolutely no information to anybody, if 
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these accounts thought at any time their position could be used by 
somebody else they would not allow me to divulge that information. 

Mr. Moorman. Mr. Frances, I don’t want to argue with you or be 
unfair with you, but you say you are amazed that anyone would ask 
you a question as to why you print that re port when your testimony 
is, as I take it, that the only reason that you print is just to be printing 
something to let the brokers know what is the trading. There must 
be a purpose and reason as to why those brokers would want to know 
who is trading, who the clearing members are. They know who they 
are trading for. I would suggest that it would only follow as a fair 
inference that it would be for the purpose of manipulating and 
speculating on the market. 

Mr. Frances. I don’t agree with you. 

Senator Bratt. I still don’t see what value this is, to spend all this 
time on that you do spend getting this report up, if you say it doesn’t 
have any purpose. 

Mr. Frances. Because my customers ask for it. It is just market 
information. It is just like that they might ask if I feel that the 
buying on the exchange has been more trade buying or Brazilian 
buying or speculative buying. I would give them my opinion. From 
my experience on the floor of the exchange I feel | am capable to give 
an opinion. I can be wrong, and I have been wrong very often. I 
don’t believe any trades are predicated on this information. 

Senator Brau. Senator Payne? 

Senator Payne. I have no questions. 

Senator Bray. That is all. Thank you very much, sir. 

Mr. Leon Israel, please. Will you raise your right hand? Do you 
solemnly swear that the testimony you are about to give to be the 
truth, the whole truth, and nothing but tht truth, so help you God? 


TESTIMONY OF LEON ISRAEL, VICE PRESIDENT, NEW YORK 
COFFEE AND SUGAR EXCHANGE 


Mr. Israx.. I do. 

Senator Brau. Will you give the reporter your full name and 
address, your business connec _. 

Mr. Israzt. Leon Israel, Jr., 101 Front Street; vice president, 
New York Coffee and Sugar ila: 

Senator Beaty. That is your only occupation? 

Mr. Isran. I am also a partner of Leon Israel & Bros. and presi- 
dent of Leon Israel & Bros., Inc. 

Mr. Moorman. Mr. Israel, in your capacity as vice president of 
the New York Coffee and Sugar Exchange, in the absence of the pres- 
ident it is your duty to enforce the rules and regulations, is it not? 

Mr. Isragu. Yes, sir. 

Mr. Moorman. Are you also a member of the board of managers? 

Mr. Isragu. Yes, sir. 

Mr. Moorman. Are you a member of any of the some 20 committees 
that the president of the exchange is authorized to appoint? 

Mr. Israev. Yes, sir. I am a member and chairman of the execu- 
tive committee. I am also a member of the coffee committee. 

Mr. Moorman. You have heard the testimony of Mr. Lobo, and 
I presume that you collaborated with him in preparing the statement 
that he submitted? 
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Mr. Isranz. I did, sir. 

Mr. Moorman. Would you tell the committee whether you are 
specifically in agreement with the president of the exchange as to 
whether a shortage of coffee had anything appreciably to do with the 
spiralling increases in the price of coffee? 

Mr. Isragu. I am in complete agreement with the statements of 
Mr. Lobo, that the difference between the expectations of the crop as 
seen in 1953, July 1, 1953, and the subsequent effect on that very crop 
because of the frost was the basic factor. 

The trees in Brazil were in such condition that they could have had 
a bumper crop for 1954-55. But after the frost the crop was so 
damaged that there was a big decrease between the expectation and 
what was finally yielded. 

Mr. Moorman. Do you also agree with the statement of Mr. Lobo 
that the FTC report of the coffee investigation is unfair, biased and 
parts of it false? , 

Mr. Israr.. Well, I would certainly feel it is biased. I think it is 
unfair. 

Mr. Moorman. In what respect would you say it is biased, sir? 

Mr. Isrant. Well, I think it is biased in that the report tends to 
take a false viewpoint as to the result of the frost, which was the 
major factor in the price advances, and that the basic conception of 
the FTC report was that the difference between the 1954—55 and the 
1953-54 was only 1 million bags, whereas the facts were that the 
State of Parand alone was hoping for a crop of over 6 million bags. 

The latest Department of Agriculture figures give 1.5 million for the 
1954-55 Parana crop. I don’t think that the FTC report has properly 
covered that, which is the basic fact behind the advance in coffee 
prices 

Mr. Moorman. You are acquainted with the reports compiled 
daily, as testified to by Mr. Frances, are you not? 

Mr. Isragu. Yes, sir. 

Mr. Moorman. Do you use that compilation? 

Mr. Iskarut. We receive it. We pass it on to such customers of 
ours Who ask for it. It has no value to us other than passing it on to 
the customers of ours who ask who the traders were yesterday. 

Mr. Moorman. You say it has no value to you? 

Mr. Isragu. In our operations I consider it valueless. 

Mr. Moorman. Do you receive any additional report which is 
similar to the brokers’ compilation to buy and sell futures contracts? 

Mr. Israwi. What do you mean? 

Mr. Moorman. Do you receive regularly a compilation of the order 
of clearing members? 

Mr. Isranu. No, sir. 

Mr. Moorman. You don’t receive those from Mr. Stuart? 

Mr. Isran.. We just receive a slip that gives us the buyers and 
sellers. Then it becomes up to us as to what we do with it, whether we 
keep the slips and follow it to its conclusion or pass on the information. 
What we usually do is keep the slips for a day and then tear them up. 
We don’t make any compilation ourselves. Nobody furnishes us with 
the compilation. We don’t keep them. 

Mr. Moorman. How do you use that information that Mr. Stuart 
compiles for you? 
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Mr. IsranL. We don’t actually use it for ourselves. I consider it 
meaningless and misleading. I get the name of the clearing member 
who has traded. I do not know for whose account the clearing mem- 
ber is acting, and even if I knew for whose account the clearing member 
was acting, | wouldn’t know what that individual’s position in the 
actual market was. So he may have been a seller of a large quantity 
of coffee, but he may have been a buyer of a large quantity of futures, 
or he may have been a buyer of actuals to a greater extent than his 
sale of futures. I think if I were to follow those trades | would be 
out of pocket in short order. 

Mr. Moorman, Mr. Israel, what, if any, interest do you represent 
in Brazil? 

Mr. Isrart. We have our own company in Brazil, Leon Israel 
Agricola Exportadora, 8. A. Additionally, we are correspondents of 
Escritorio Vieitas, a brokerage firm in Sao Paulo. 

Mr. Moorman. Your company is one of the biggest traders in 
coffee in the world; is it not? 

Mr. Isragu. Yes, sir. I think that we are perhaps one of the 
larger traders. I don’t think we are the biggest. 

Mr. Moorman. Do you know Mario Salazar? 

Mr. Israrv. He is a member of the exchange, a partner in the firm 
of Excritorio Vieitas, who has been our correspondent for the purposes 
of obtaining business on the New York Coffee and Sugar Exchange 
and also on the New York Cocoa Exchange. 

Mr. Moorman. You exchange this information with any of your 
foreign clients, that is, those compilations of Mr. Stuart, from Frances; 
do you forward that information to them at any time? 

Mr. Israrnt. No, sir. They have never asked us for it. Some- 
times we have requests as to who are the principal buyers and who are 
the principal sellers. 

Mr. Moorman. Mr. Israel, 1 will read to you from the record of 
the FTC report, page 481. That letter is dated October 15, 1953, 
and it is from Leon Israel Bros. to Mario Salazar, Sao Paulo, Brazil, 
and I quote: 

December position looks strong to us. We know of one large roaster that is 
long in our office a rather substantial quantity of December and we have every 
reason to believe he will receive. We have reason to believe that General Foods 
through Mackey’s office are long December and will also receive. We further 
believe that when the shorts attempt to cover for December position, you will 
see real fireworks. 

Colombians looks strong. There is a terrific short interest in Colombians and 
while on the face of it, Colombians look to be a sale, every exporter in Colombia 
is short and every importer, jobber appears short, and we know several roasters 
are on the longs. On Friday there was a peculiar buying of Colombians for 
December shipment. By “peculiar” we are inclined to think that the buying was for 
account of the federation. Apparently the federation know of the tremendous 
short interest and giving a little support to the market on bases of 59 cents 
December and 5954 cents November. 

Why did you write that letter to Mario Salazar? 

Mr. Isranv. A matter of passing on, say, some trade gossip that I 
thought would be of interest to him. 

Mr. Moorman. I presume this was part of the trade gossip, “We 
know of one large roaster who is long in our office’’? 

Mr. Israrnu. No, sir. That I wouldn’t say was trade gossip. That 
was something we knew. We did not divulge the name of the roaster. 
We just said we knew of a roaster who was long in our office. 
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Mr. Moorman. How did you know that roaster was long? Did 
you get that from those daily compilations? 

Mr. Israru. No, sir; because that roaster was a customer of ours 
was long in our office. 

Mr. Moorman. He was a customer of yours and was long but still 
that conveyed confidential information to Mario Salazar. 

Mr. Isrart. We did not disclose the customer’s name. We just 
said there was a roaster long in our office. 

Mr. Moorman. Wouldn’t it amount to the same thing? 

Mr. Isragu. No, sir. 

Mr. Moorman. That is your opinion. We have every reason to 
believe he will receive, after reporting he was long. You didn’t sign 
his name. Why did you send that to Mario Salazar? 

Mr. Isragv. Just a bit of market information. I dare say in every 
brokerage business that certain information is passed on. 

Mr. Moorman. How did you get the information that caused you 
to make the statement, ‘‘We have reason to believe that General Foods 
through Mackey’s office are long December and will also receive’’? 

Mr. Israru. Pure guesswork. 

Mr. Moorman. Based upon those compilations and daily reports? 

Mr. Israru. No, sir. 

Mr. Moorman. Based upon the compilation of Mr. Stuart? 

Mr. Israrz. No, sir. 

Mr. Moorman. Do you pay Mr. Stuart for those reports? 

Mr. Isrargx. No, sir. 

Mr. Moorman. Is he your broker? 

Mr. Isragu. Yes, sir, he is one of our brokers. 

Mr. Moorman. And, of course, he has a consideration of financial 
remuneration of his service to you? 

Mr. Isragrzt. The regular stipulated amount for floor brokerage. 

Mr. Moorman. Then you do pay him for the services he renders? 

Mr. Isranu. As a floor broker. 

Mr. Moorman. And among his services to you he divulges to you 
certain confidential information as to his customers; is that right? 

Mr. Isrageu. No, sir. I have no way of knowing for whom C. A. 
Mackey is operating. I made a guess. I have made guesses lots of 
times that have been quite wrong. 

Mr. Moorman. Your guess is just out of a clear sky? 

Mr. Israxru. Just out of a clear sky, yes, sir, based on gossip I hear 
on Front Street, the street where coffee is traded. 

Mr. Moorman. What is the interest of Mario Salazar in coffee, if 
you know? 

Mr. Isragu. His interest is that of a broker who is trying to obtain 
the opportunity to buy and sell on the exchange. 

Mr. Moorman. He would have been interested, of course, in this 
information of this customer of yours who was long? 

Mr. Israru. Possibly. 

Mr. Moorman. That is why you sent him the information? 

Mr. Israeu. Possibly. 

Mr. Moorman. Now, you state in that letter: 

We further believe that when the shorts attempt to cover for December position, 
you will see real fireworks. 


What fireworks did you refer to and anticipate? 
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Mr. Israev. I might say that I anticipated that the shorts would 
find it difficult to cover their contracts or find coffee for delivery. | 
was wrong. December 1953 saw the heaviest deliveries of any month. 
There was more coffee delivered, and the price went below what it was 
when the month first started. The liquidation was in a better, more 
orderly manner, and there was more coffee delivered than at any time, 
and the price went down. The spread between December and the 
following months narrowed, and at the end, or the last day for trading 
in December there was more coffee certificated than there was demand 
for. I was completely wrong. 

Mr. Moorman. Your guess then was based upon the Stuart report? 

Mr. Israeu. No, sir. 

Mr. Moorman. What was it based on? 

Mr. Isragu. I would say my guess was based on, first, gossip. 

Mr. Moorman. What gossip? Explain that, Mr. Israel. 

Mr. Israru. Gossip that people are going to receive in December. 

Mr. Moorman. But it wasn’t gossip that your customer was long? 

Mr. Isragu. No, sir; that I knew. 

Mr. Moorman. You heard Mr. Lobo testify about the practice of 
the traders on the exchange failing to segregate the customers’ funds? 

Mr. Isragu. Yes, sir. 

Mr. Moorman. Would you say that commingling of those moneys 
is an ethical practice? 

Mr. Israzt. ‘I can’t answer that. I can say there has been abso- 
lutely no defalcations in coffee by any clearing member as far back as 
Ll can remember, which goes back to 1929.. Moreover, during the 
calendar year 1953 we have had enormous fluctuations up and down, 
and there have been no defalcations. 

Mr. Moorman. Do you object to CEA regulation of coffee? 

Mr. Israzu. I do sir, on some of the grounds that Mr. Lobo objects 
to. 

Mr. Moorman. I never determined upon what grounds he objected 
to them. Would you tell us? 

Mr. Israxzu. Firstly, I would hate to see coffee singled out as the 
only import that is under CEA regulations. 

Mr. Moorman. If it would be in the best interest of the public and 
the consumer of coffee in the United States you would be in favor of 
it; would you not? 

Mr. Israxrv. I would be in favor of it if it would be in the best in- 
terest of the consumer and the producer. 

Mr. Moorman. And you don’t feel it would be? 

Mr. Israeu. I don’t know whether it actually would be in the best 
interest even of the consumer. 

Mr. Moorman. Don’t you think that CEA could stop and prohibit 
some of these practices here in relation to the operations on the floor 
of the exchange alleged to exist by the Federal Trade Commission? 

Mr. Israrv. I think that some of the practices that the Federal 
Trade Commission alleges that the coffee exchange does are allowed 
by the CEA, and I think in some instances our rules have been even 
stricter than CEA. 

The difficulty that I see with CEA regulation over an import 
commodity is we have so many traders in foreign countries, partic- 
ularly Brazil, that would not understand the CEA regulations. They 
would be afraid, and once you are afraid you don’t participate. I 
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believe that the FTC would like to see a broader market, and if the 
exchange went under CEA I greatly fear the market would become 
much narrower and would not serve as a good medium for importers, 
jobbers, roasters, and others. 

Senator Beaty. Mr. Israel, you were talking about the longs and 
shorts. Wasn’t there almost a steady rise in the price of coffee from 
about November 1953 through January 1954? It was a steady rise 
every day, wasn’t it, with no exception? 

Mr. Israru. There was one big recession in January of 1954. 

Senator Bratt. What was that? Was that over a period of a 
day or several days? 

Mr. Isran.. It was over a period of several days that the market 
was down. I think it was 3 consecutive days. It so happened I was 
in Brazil at the time. 

Senator Brau. It bounced right back up again? 

Mr. Israru. Slowly. 

Senator Bratt. What do you mean, “slowly’’? 

Mr. Israg.. It went down, we will say, 6 cents 3 days in a row, 
the daily limit, and it didn’t go up 6 cents immediately. The trend, 
however, Senator, was an upward trend from November, December 
of 1953 through perhaps April of 1954, when the peak was reached. 

Senator Bratt. Wasn’t that an unusual rise? Coffee doesn’t 
ordinarily fluctuate that much. This was a steady rise every day 
for about 60 days, roughly. Wasn’t that unusual? 

Mr. Israrn.. It was unusual, but I would say we don’t have a 
frost every vear, Senator, either. 

Senator Bratt. Do you recall in your long experience as a broker 
having any other frosts in any other year which caused such an 
increase in price in such a short time? 

Mr. Israev. It is kind of difficult to make a comparison with other 
years, because based on the then existing rate of consumption we 
were never faced with as short supplies as we were faced with during 
the period you have mentioned. We had a frost in the 1930’s which 
made no impression on me whatsoever because at that time we had 
such big surpluses in Brazil that even, say, 10 million bags less didn’t 
mean anything, 

Senator Brauy. Looking back now, do you think that this frost 
was more or less a stimulant to the rising price, put out just to 
stimulate trading? 

Mr. Isratit. Would you mind repeating that? 

Senator Brau. The results, as we see it now, show that the real 
shortage really did not actually occur. There is no shortage now. 

Mr. Israru. I would like to go back, if [ may, Senator, for a 
moment to something that I said to vou in February. You asked me 
then, ‘“‘Is there really a shortage today of coffee or has there been a 
shortage?” To which I replied, “I would say there is no shortage of 
coffee today, but at the rate of consumption in 1953 we could possibly 
find that at the end of the crop year no coffee left in Brazil.”’ 

There was 3'5 million bags left in Brazil, approximately, at the end 
of the crop vear on June 30. The rate of consumption had diminished. 

Senator Beau. It was then the rate of consumption that brought 
the prices down between April and today? 

Mr. Isragu. | feel quite strongly that it was the rate of consump- 
tion or the diminishing of the rate of consumption. 


‘ 
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Senator Breauu. Mr. Israel, how do you feel about the other com- 
modities that are controlled like wheat and corn and other grains? 
Is there any reason why there should not be some regulation for the 
control of the operation of the coffee and sugar exchange? 

Mr. Israrv. Other than the reasons stated, I would not like to see 
coffee singled out as the only commodity to be regulated under an act 
that I believe was designed for domestically produced commodities 
and not foreign-grown commodities. 

Senator BEALL. Couldn’t the act be so worded that it would give 
that elasticity to the foreign-produced products? 

Mr. Israru. Perhaps, but I don’t think simply by adding the word 
“coffee” to the commodities covered in the act. 

Senator BeaLL. We are thinking about regulating our own people 
and our own dealing. I recognize you can’t control other countries 
and what they do. Why shouldn’t we control the conduct of the 
coffee exchange just as we try to control the conduct of the wheat and 
corn, for instance, livestock and other commodities? 

Mr. Israeu. Well, it seems to me that coffee presents quite different 
problems to other commodities, and I can’t see where any good would 
come out of it. 

Senator Beau. You mean, good for the public or—— 

Mr. Isranu. Good for the public. 

Senator Braui. You don’t think it would help the public at all? 

Mr. Israxt. I do not think so, no, sir. 

Senator Brau. Senator Payne? 

Senator Payne. Do you think in view of the increased supply th: at 
is going to be avs ailable that coffee prices are going to decrease further? 

Mr. Israxv. I think Mr. Lobo’s language covered it about as well 
as anything I could say, Senator Payne. It is purely a question, as 
I see it, of consumption. We know more or less what supplies are 

Senator Paynn. Your supplies are better? 

Mr. Israrv. The supplies are better. One reason that supplies 
are better is that instead of Brazil having no coffee on June 30, they 
had 3% million bags. 

Senator Paynr. And the production is going to be better this year? 

Mr. Isrart. Next year. Production should be better next year, 

Senator Paynr. That is going to increase the supplies further? 

Mr. Israxnv. That should increase the supply further. 

Senator Payne. If consumption doesn’t increase from what it is at 
the present time—let us assume it remains static—then the price of 
coffee will probably come down some more? 

Mr. Israxrv. It should, yes, sir. 

Senator Paynn. That is all. 

Senator Beaty. You were talking about the so-called shortage 
because these trees would not be in production in 1954, 1955, and 
1956 

Mr. Israev. I think I can answer that. When the frost came it 
did two kinds of damage. It damaged the buds of many coffee trees 
but did not damage the trees. There were a lot of trees that were 
actually damaged. Damage was greater to some than to others. ‘To 
some trees the damage was so great they were cut down to the ground, 
and they have to come back up. Those trees will not be in production 
for 3 to 4 years. 
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But the trees that only suffered damage to the buds will be in 
production, have had a flowering already, and should give a yield. 
I will digress for a moment, if I may, sir. 

On July 1, before the frost, the expectations from the State of 
Parana were 6 million bags upwards. The frost came and the crop 
this year was, we will say, 1% million, using the Department of 
Agriculture’s latest figures. 

Senator Brat... You are talking about the 1954 crop? 

Mr. Israev. The present 1954 crop. Now, the possibilities are that 
the 1955-56, the one that we just had the flowering cn and will com- 
mence to harvest next summer, could have, say, 34 million bags but 
it couldn’t have 6 million and it couldn’t have 7 million. It could 
have 3% million because those trees that were not frost-damaged, 
except that they lost their buds, had a good rest and are back in 
production. 

But the really badly damaged trees will not be in production next 
year or the year after. They have missed 3 years at least. 

Se nator BeauLLt. You were in Brazil last December, weren’t you, 
1953? 

Mr. Israeu. I was in Brazil in January 1954. 

Senator BEALL. — you examined your own trees? 

Mr. Israeu. Yes, si 

Senator BEALL. Did your survey show you what you expected, 
even though it didn’t justify this year’s yield? Was there the shortage 
that you thought there would be? 

Mr. Israrv. It was shorter. This year’s yield was actually less 
than we anticipated last January. 

Senator Beau. In other places other growers had more coffee 
than they anticipated? 

Mr. Israru. I am only talking about the State of Paranda. 

Senator Beaty. Where your own interests are? 

Mr. Israeu. That is right. I would say that the actual yield was 
less than anticipated. Let us say our first estimate after the frost 
of July 1953 in the State of Parand was that there would be a crop of 
2% million. I was in Brazil shortly afterwards, in July 1953, arriving 
there about a week after the frost, and the subsequent estimates were 
2% mill on bags. 

In January, when I was down there, it was said that it would be 
2 million bags and not 2% million. Our own private estimates today 
are 1 million bags, if we are lucky, for the State of Parané. The 
Department of Agriculture and the Embassy report have likewise 
reduced ever since the frost; so therefore I think it is correct to say 
that the final yield was less than expected. 

Senator Brea. Coffee doesn’t have to be consumed in the same year 
that it is produced? You can keep it 2 or 3 or 4 years? 

Mr. IsrakEu. Yes, sir. 

Senator Beatu. We are drinking 1951 or 1952 coffee now? 

Mr. Israru. We could. 

Senator Beauty. And it wouldn’t have any appreciable effect on 
the market value of 1951 or 1952 coffee? It would be just as strong 
as 1954 coffee? 

Mr. Israev. I will agree. 

Senator Beaty. Are there any other questions? 
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Mr. Moorman. Mr. Israel, is it not a fact that the New York 
Coffee and Sugar Exchange has under consideration at this time 
modifying the S new contract? 

Mr. Israg.. Yes, sir. 

Mr. Moorman. What modifications do you have under consid- 
eration? 

Mr. IsrarL. We have had an open meeting with the membership 
and the coffee committee. There were some fifty-odd members of the 
coffee trade present. There was a great divergence of opinion as to 
what should be done. The majority, however, feel that the addition 
of some growths of Colombian coffees should be added to the S con- 
tract, and the coffee committee is presently studying the report of 
the meeting and is working to formulate a contract in accordance 
with the majority opinion expressed at that meeting. 

Mr. Moorman. Is it not a fact that many members of the exchange 
agree and contend that the narrowness of the S contract now does 
tend to prohibit free competition, free trade in coffee? 

Mr. Isragu. | think there are some members who would so contend. 

Mr. Moorman. Would you state their names? 

Mr. Israru. Well, I wouldn’t want to state them—I am sure that 
there have been letters written and other expressions besides a few 
letters read this morning. I would have to look at the minutes of the 
coffee committee to tell you just who. I know there were some in 
New Orleans who had written a letter. Quite a number of people, 
however, Mr. Moorman, are very well satisfied with the S contract 
and who have not seen fit, let us say, to register their entire satisfaction. 

Mr. Moorman. They are the large dealers in coffee; is that not the 
fact? 

Mr. Isrart. Well, perhaps they are; and some of them, perhaps, 
are very small dealers. 

Mr. Moorman. Are you satisfied with the S contract new as it 
exists now? 

Mr. Israrev. We have been satisfied with the S contract new up to 
the present. I was not at that open meeting of the membership. I 
did, however, write a letter to Mr. Mackey, the chairman of the coffee 
committee, in which I expressed my views, that it might be well to add 
Colombian coffee to the S contract. 

Mr. Moorman. How would the addition of Colombian coffee to the 
S contract tend to foster freer competition? 

Mr. Israeu. It would make the contract not so dependent on the 
growth of one country or crop conditions of one country. 

Likewise, if one country saw fit to take measures to protect its 
product and that product got out of line with the growths of other 
countries, it would come more in line. 

Mr. Moorman. You are personally in favor of that modification? 

Mr. Israrv. I am; yes, sir. 

Mr. Moorman. And you would agree then with FTC that the S 
contract new is too narrow at the present time? 

Mr. IsrarL. No,sir. I would say that I do not agree that the con- 
tract was too narrow. 

Mr. Moorman. But it is now? 

Mr. Israev. It may not even be too narrow now. I think it could 
be improved. I am not saying it is too narrow. I just think it could 
be improved. 
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Mr. Moorman. For practical purposes, there is only one contract 
on the exchange, and that is the S contract new; isn’t that nght? 

Mr. Israev. It is, because we have not been able to find buyers and 
sellers on other contracts. We have tried many times to have a 
contract that would encompass the grow ths of more than one country. 

Mr. Moorman. You have always made Santos the basis for those 
others? 

Mr. Israr.. No, sir. We had a contract where Rio coffee was the 
basis. We have had an L contract where I believe Robustas coffee 
was the basis. But the trade never wanted a contract that permitted 
deliveries of more than one country. The great question as to whether 
a contract that permitted deliveries of Brazil and Colombians would 
meet with aces ptance, we don’t know until we try it. 

Mr. Moorman. Mr. Israel, what is your real opinion as to why the 
U contract is not a practical trading device now from the standpoint 
of this closed corporation, the New York Coffee and Sugar Exchange? 

Mr. IsragnLt. What do you mean by ‘‘closed corporation’’? 

Mr. Moorman. It is limited to about 50 members; is it not? 

Mr. IsragL. Anybody, whether they are a member or not. We do 
quite a business with nonmembers of the exchange. They trade on 
the market. Just because they are members or nonmembers does 
not preclude their trading on the exchange. The only advantage that 
a member has over a nonmember is a lower rate of commission. 

Mr. Moorman. To the limited membership, let me put it that way. 
Is that a fair statement? 

Mr. Isragu. It is much better; yes, sir. 

Mr. Moorman. Would you answer the question now, then? 

Mr. ISRAI - Would you mind repeating it? 

Mr. Moorman. Would you read it, Mr. Reporter? 

(The pending question was read.) 

Mr. Israrx, I would say the U contract is a seller’s contract and 
not a buyer’s contract. The buyer does not know what he is going to 
receive. He doesn’t want to buy it because he knows that he will 
always receive the coffee in the grade that is the least in demand at 
the time. That is the disadvantage of not only the U contract but 
every contract that calls for deliveries of more than one growth. 

Mr. Moorman. Do you intend to establish a contract other than 
the S contract new, as you are going to modify it, and provide for 
freer competition and freer trading in coffees? 

Mr. Israrnt. You asked me if the coffee exchange was considering 
any, or if the coffee committee was considering any modifications to 
the S contract new, to which I replied that we were. Additionally, 
we had been working some time on a coffee contract which would 
have Colombian coffees as a basis and the growths of certain mild- 
producing countries. However, whether we will have 2 contracts or 
only 1 contract, I can’t say, because there is still a difference of 
opinion among the committee and the coffee membership as to 
whether we should have 2 contracts or 1 contract. 

Mr. Moorman. Do you know Mr. Escriptorio Suplicy? 

Mr. Israrnu. I know him by name. 

Mr. Moorman. Is he a trader in coffee? 

Mr. Israru. As I understand, he is a broker similar to Mr. Salazar. 

Mr. Moorman. Mr. Suplicy reported in a letter to Mr. Volkart as 
follows: 
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“Our customers,” his customers. Mr. Suplicy would have been a 
seller? 

Mr. Isragt. Would have been what? 

Mr. Moorman. Sellers? 

Mr. Israr,. Who? 

Mr. Moorman. Mr. Suplicy when he refers to “customers.” 
Would his customers have been buyers or sellers? 

Mr. Isran.. They might have been either. 

Mr. Moorman. He says: 

Our customers are not interested in the U contract, and as we cabled you, we 
do not see any possibility of the Brazilians trading in this contract. It seems 
very difficult to adjust prices between so many different kinds of coffee and it is 
very dangerous to hedge under these conditions. 

Would that be a fair statement in relation to the U contract? 

Mr. Isranu. I think it would be a fair statement, yes. 

Senator Beaty. Thank you very much. 

Mr. Israny. Thank you. 

Senator BEALL. Our next witness will be Mr. Claude L. Horne, 
Director of Sugar and Tropical Products Division of the Foreign 
Agriculture Service, United States Department of Agriculture. 

Mr. Horne, will you state your full name and occupation, please, 
sir, to the reporter? 


STATEMENT OF CLAUDE L. HORNE, DIRECTOR OF SUGAR AND 
TROPICAL PRODUCTS DIVISION, FOREIGN AGRICULTURE 
SERVICE, UNITED STATES DEPARTMENT OF AGRICULTURE 


Mr. Horne. I am Claude L. Horne, Director of Sugar and Tropical 
Products Division, Foreign Agriculture Service, United States De- 
partment of Agriculture. 

Senator Beaty. Mr. Moorman. 

Mr. Moorman. Mr. Horne, how long have you been engaged or 
employed as Director of the Sugar and Tropical Products Division of 
the Foreign Agriculture Service, United States Department of 
Agriculture? 

Mr. Horne. One year. 

Mr. Moorman. Prior to that what, if any, experience did you have 
in relation to reporting coffee production? 

Mr. Horne. I have been employed in the Department of Agricul- 
ture since 1928. I spent about 14 years in Puerto Rico and the 
Virgin Islands as horticulturist, and I spent several years in the 
technical assistance work in cooperation with the Latin American 
countries, dealing with their crops, improvements in their crop 
production. 

Mr. Moorman. Are you prepared today to give your opinion to this 
committee as to whether or not there has been, or is now, or is likely 
to be in the near future, such a shortage of coffee as to justify the 
spiraling prices? 

Mr. Hornz. Our studies have led us to the conclusions that are 
similar to those that the Federal Trade Commission has come up with. 

Mr. Moorman. Then you are familiar with the FTC report as it is 
published, Economic Report of the Investigation of Coffee Prices? 

Mr. Horne. We have the summary. I am not familiar with the 
full report. 
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Mr. Moorman. Mr. Horne, if you will bear with me for a moment, 
I would like to read to you two excerpts from that report of the 
Federal Trade Commission of the investigation of coffee prices, and 
then pose to you a query in relation to that. It is page X V—that is 
page 1 of the summary—of the report that has been released by the 
Government Printing Office. I quote: 

An examination of price behavior and crop forecasts reveals the unre alistic 
behavior of all factors in the coffee trade. Brazil appears to have produced a 
little over 19 million bags of coffee in 1953-54. Giving full weight to the 
announced curtailment of production in Parana where the frost damage was 
most severe, it appears that Brazil’s coffee crop in 1954-55 will amount to 18 
million bags, or a reduction of less than 8 percent. 

World coffee production in 1953-54 appears to have been between 41.5 and 
41.9 million bags; if there were no increase in production elsewhere, the predicted 
decline in Brazilian output would amount to less than 4 percent of world pro- 
duction. Yet during the year ending July 1, 1954, the spot price of green coffee 
in New York advanced 57 percent, and on the New York Coffee and Sugar 
Exchange the price of the September future advanced 61 percent. What is 
known with respect to the nature of the demand for coffee in the immediate past 
would indicate that a price increase of less than 15 percent would have accom- 
plished any reduction in consumer purchasing necessary to equate demand with 
supply 

Now the question: Assuming that the evidence and conclusion of 
the FTC is correct, give your opinion as to whether the allegation 
that Brazil produced over 19 million bags of coffee in 1953-54 is 
true, and whether the world coffee production in 1953-54, as alleged 
by the FTC as between 41.5 and 41.9 million bags, is correct. 

Mr. Horne. Our studies show that the Brazil production for that 
period, 1953-54, would be very close to that 19 million. 

Mr. Moorman. It agrees with the Federal Trade Commission 
report? 

Mr. Horne. Yes. Using that 19 million figure, we come up with 
a total world production of 41.4, which is very close to the world 
figure which the Federal Trade Commission came up with. 

Mr. Moorman. Would that reflect, in accordance with the statistics 
with which you are familiar, whether there was in fact a great shortage 
of coffee in 1953-54, up to July, in relation to production? 

Mr. Horne. No. 

Mr. Moorman. There was not? 

Mr. Horne. That is right. 

Mr. Moorman. Will you tell the committee what the Department 
of Agriculture does in obtaining reports on coffee production? 

Mr. Horne. We use the reports that are developed by the consular 
offices in the Department of State and the agricultural attachés that 
have been in the Department of State, and they, in turn, are depend- 
ent upon official compilations of the other governments, as well as, I 
would say, a small amount of actual field “obse ‘rvation made by the 
officers of the Department of State. We obtain directly from the 
various governments their official publications carrying the informa- 
tion about their production, their estimates. It is those various 
materials that we use to work up our world estimates. 

Mr. Moorman. Do you know of any other procedures in coffee 
reporting other than the one that you have stated that you use? 

Mr. Horne. That we have used? 

Mr. Moorman. Any others that you know of. What do other 
countries do as to the manner of reporting? 
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Mr. Horne. In some instances they use the new plantings, their 
data regarding the new plantings, the number of new trees, the number 
of new acres, the number of trees that have gone out of production, 
the amount of coffee that is registered at some point between the 
producer and the market. All of those, and surely others, are used 
by the various countries in the compilation of their information about 
the production. 

Mr. Moorman. Is it not a fact that Brazil, for example, reports its 
statistics, its production solely on registration of coffee? 

Mr. Horne. The Brazilian Coffee Institute relies heavily on the 
registration. 

Mr. Moorman. The Brazilian Coffee Institute? 

Mr. Horne. Yes, sir. 

Mr. Moorman. Upon registration by the Government, you mean? 

Mr. Horne. It is a Government registration in the process of 
marketing. It is registered for delivery to ports. 

Mr. Moorman. In your opinion, would that method of reporting 
be a fair system for reporting production? 

Mr. Horne. No; it is difficult to know what happens between that 
registration point clear back into the farm. 

Mr. Moorman. This general system of reporting that you de- 
scribed of the Brazilian Government, the number of trees, and that 
sort of thing, and your system, is there a fair margin between the 
two of them in relation to production? 

Mr. Horne. Yes, the error runs between 8 and 18 percent during 
the last 6 years. 

Mr. Moorman. Ran between 8 and what? 

Mr. Horne. And 18. 

Mr. Moorman. What did you compile that from, some statistics 
that you made? 

Mr. Horne. Yes, sir. 

Mr. Moorman. You stated here that in your report it was your 
opinion that there was 41.4 or 41.5 million bags produced in 1953-54. 
Are you in a position to state whether there is any error in that report 
that you made? 

Mr. Horne. Yes; there could be error in that because of, shall we 
say, inadequate reporting about actual production from the producing 
countries. The compilations that are made from that data from eac h 
of the producing countries is no better than the material on which it 
is based. 

Senator Brau. Senator Payne? 

Senator Payne. We have heard a lot of testimony about supply 
and demand. I wonder, if you have that report in front of you, if 
you will turn to page 91. At the top of the page is table 7, ‘‘Esti- 
mated world demand for coffee’’, and at the bottom of the page there 
is table 8, ‘‘Ratio of world supply to world demand for coffee,’’ exclud- 
ing demand in producing countries. 

‘What would you say in looking at the figures of ratio of world supply 
to world demand, looking through from the periods 1947-48 through 
and projected to 1957-58? Is the supply in each instance over and 
above the demand projected? 

Mr. Horne. Yes. 

Senator Payne. It is; isn’t it? 

Mr. Horne. Yes, sir. 
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Senator Payne. Notwithstanding the fact that in looking at table 
7, the second column, ‘Total European,” that it shows a steady 
increase in the demand for coffee from 1947 up and shows a decrease 
in the consumption in this country, nevertheless, that computed with 
the world supply figures at the bottom still shows that there is more 
supply than there is demand? 

Mr. Horne. That is’ the way I read the table. 

Senator Beaty. Do you think that table is reasonably accurate? 

Mr. Horne. Actually, we haven’t any computation of estimated 
demand. So, I haven’t an opinion on that, sir. 

Mr. Moorman. Mr. Horne, it is your testimony that as Director 
of the Sugar and Tropical Products Division of the Department of 
Agriculture that you agree with the allegations of the FTC in its 
report concerning coffee production, that there was no appreciable 
shortage, that there is none and there never has been; is that right? 

Mr. Horne. That is right. 

Senator Beatut. Thank you, sir. 

Our next witness will be Mr. Joseph M. Mehl, Administrator, 
Commodity Exchange Authority. Mr. Mehl, will you give your full 
name and your occupation to the reporter, please, sir? 


TESTIMONY OF JOSEPH M. MEHL, ADMINISTRATOR, COMMODITY 
EXCHANGE AUTHORITY, DEPARTMENT OF AGRICULTURE 


Mr. Ment. My full name, Mr. Chairman, is Joseph M. Mebl. I 
am the Administrator of the Commodity Exchange Authority, United 
States Department of Agriculture. I have been such Administrator 
since 1940. 

Senator Beaty. What did you do before that? 

Mr. Menu. Before that I was Assistant Chief of what was then 
known as the Commodity Exchange Administration, and part of the 
time Assistant Chief of the predecessor organization, the Grain 
Futures Administration. 

Mr. Moorman. Mr. Mehl, the committee has invited you here to 
testify, and I believe it was your intention to make a general state- 
ment in relation to your office, the Commodity Exchange Authority? 

Mr. Meuu. I have no formal statement, Mr. Chairman. I have 
with me, as you know, one of my associates, who will be the principal 
witness in the area in which I understand the committee is working 
at the moment. 

I would like to give you just a short preliminary statement, if I 
may. 

Senator Batt. We would be very glad to have it. 

Mr. Menu. The Economic Report of the Investigation of Coffee 
Prices of the Federal Trade Commission indicates the existence of a 
number of questionable trading practices in coffee futures market of 
the New York Coffee & Sugar Exchange. It is my understanding 
that your committee would like to know which, if any, of these prac- 
tices could be corrected if coffee trading were designated under the 
Commodity Exchange Act. 

I thought the best way to help you on this would be to bring with 
me the man who is directly in charge of our compliance and trade 
practice investigations and just let him answer questions and tell you 
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exactly how we deal with such practices in the case of commodities, 
in exchanges which are now subject to the Commodity Exchange Act. 

As you perhaps know, the Senate—I am sure that you know—at 
the last session of Congress passed two different bills which would 
have brought coffee trading under the Commodity Exchange Act. 

One was 8. 1386, passed on February 10, 1954, and the other was 
H. R. 6435, passed by the House on February 16, to put onions under 
the act. To this bill the Senate added coffee, and passed it on June 18, 
1954. Neither bill received House action. 

The House Committee on Agriculture did hold hearings on February 
17, 18, and 23 on S. 1386 and on a companion bill H. R. 7735. It 
would not report it out. 

Trade witnesses for the coffee and sugar exchange urged strongly 
that no action be taken until after the Federal Trade Commission had 
completed its investigation. The Department of Agriculture reported 
favorably on both bills. 

In case you might care to have it for the record, I have with me a 
copy of a letter which Mr. True D. Morse, Acting Secretary, wrote 
the Sogiegaan of the Senate Committee on Agriculture and Forestry 
on May 27, 1953, reporting on S. 1386. Do you wish to have it in 
the record? There is one sentence in that letter that you might like 
to have read. 

Mr. Moorman. Would you read the entire letter, Mr. Mehl? 

Mr. Ment. I would be happy to. [Reading:] 

May 27, 1953. 
Hon. GrorGe D. AIKEN, 
Chairman, Committee on Agriculture and Forestry, 
United States Senate. 

DrAR SENATOR AIKEN: This is in reply to vour letter of Mareh 21 with which 
you referred 8. 1386 to this Department for consideration and report. 

This bill would amend the Commodity Exchange Act, as amended, by extending 
its provisions to coffee. The effect of the proposed amendment would be to 
subject trading in coffee futures to the same regulation as futures trading in 
commodities now covered by the Commodity Exchange Act. 

Trading in coffee futures is conducted by the New York Coffee and Sugar 
Exchange. And while there may be substantial doubt as to the justification for 
trading in coffee futures on an American exchange, enactment of S. 1386 would 
enable the Department to maintain surveillance of such trading and at the same 
time afford opportunity to evaluate the services provided by the coffee futures 
market. 

The Bureau of the Budget advises that, from the standpoint of the program of 
the President, there is no objection to the submission of this report. 

Sincerely yours, 
True D. Morss, Acting Secretary. 

I might say that I would be very glad, Mr. Chairman, to answer 
any ge neral questions that you care to put to me now or later, but it 
would probably be better to turn the witness chair over to Mr. Bagnell, 
Assistant Administrator of the Commodity Exchange Authority. He 
is especially well qualified in the area in which the committee is working 
at the moment. 

I should say that his testimony necessarily will be predicated on the 

. . wT 
assumption that the facts and conclusions developed by the FTC are 
accurate and well-founded. We have no independent knowledge of 
the facts relating to coffee. I am well acquainted with the past investi- 
gation reports of the Federal Trade Commission relating to grain and 
cotton exchanges. In fact, the present Commodity Exe hange Act 
embodies many of the recommendations contained in those reports. 
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It needs no testimonial from me, but I will say I have never read 
what could be called a sloppy investigation report turned out by the 
Federal Trade Commission, and I am sure that its present report is no 
exception. May I introduce Mr. Bagnell? 

Senator Beaty. Mr. Bagnell, if you don’t mind, we will reserve 
your testimony until tomorrow, as it may be a little long. Mr. 
Moorman. 

Mr. Moorman. Would you read that part of the letter again from 
the Secretary that referred to the doubt about coffee? 

Mr. Ment. It just simply says: 

And while there may be substantial doubt as to the justification for trading in 
coffee futures on an American exchange 


Mr. Moorman. There is a doubt 
Mr. Menu. He says: 


And while there may be substantial doubt as to the justification for trading 
in coffee futures on an American exchange, enactment of 5. 1386 would enable 
the Department to maintain surveillance of such trading and at the same time 
afford opportunity to evaluate the services provided by the coffee futures market. 


Senator Bratt. Thank you, sir. We will ask Mr. Israel to return, 


TESTIMONY OF LEON ISRAEL, VICE PRESIDENT NEW YORK 
COFFEE AND SUGAR EXCHANGE—Resumed 


Senator Payne. I will only be a moment with Mr. Israel. But 
just out of fairness, as I asked the question of a Government witness 
here concerning world demand and supply factors. In view of the 
fact that he made a statement for the record, I think it is only fair 
that I should ask you a somewhat similar question. Whether or not 
you have had an opportunity to review page 91 of this report and the 
figures that have been compiled showing world demand, which I pre- 
sume to be accurate, up to and including the figures that must be 
projections based upon growth and production from the periods 1947 
through, as they projected it, to 1957. 

Mr. Isrart. Thank you very much, Senator Payne, for asking me 
that question. It just so happened that I shortly came back from 
Europe where I had been for about 12 days. I would like to call to 
your ae that prewar consumption in Europe was 12 million 
bags. I do not think it unreasonable to assume that European con- 
sumption could increase beyond the 12 million bags, taking the same 
per capita, or rather, figuring a rate of increase in population. 

In talking with informed sources in E urope I would gather that this 
year at present prices there should be a slight increase of, say, 200,000 
bags, but that if prices were to decrease the increase could be as much 
as 800,000 bags. 

Senator Payne. Even assuming that to be correct, based upon the 
figures that are available on page 91, would you say that those figures 
do not clearly reflect the situation from 1947, we will say, up to 1953, 
and reasonable figures from that point, 1954, and on? 

Mr. Isrart. I would say they are quite reasonable and very 
excellent from 1947 to 1953. 

Senator Payne. You think the figures are off, for instance, in 1954? 
IT am looking at table 8, at the bottom of the page, and 19! 54 shows a 
ratio of 1.32:1. Would you say that ratio was off very much? You 
wouldn’t say it was of .32, would you? 

Mr. IsraEu. No, sir. 
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Senator Payne. So you would agree that world supply has been 
above world demand? 

Mr. Israrw. Yes, sir. 

Senator Payng. You would? 

Mr. Isragu. Yes, sir. But I do think that, taking table 7, that 
your European consumption, say, in 1960 should be very much more 
than the ten million six estimated. 

Senator Paynr. You think 1954, 10,100,000, is far too low? 

Mr. Isragu. No, sir; not far too low. I think that is close enough. 
I think it is a good estimate. I can’t help but feel that European 
consumption should equal its prewar figure of 12 million bags. 

Senator Payne. Of course, this is a projection, and what you said 
earlier, and what Mr. Lobo said earlier, that supply is increasing now 
is probably reflected in here somewhat, and it may be? 

Mr. Israxgu. Yes, sir. 

Senator Payne. I still go back to the fact that you agree that these 
figures aren’t too far off. The Department of Agriculture representa- 
tive who is here stated that he believed those figures were fairly accu- 
rate, reflecting conditions, which shows that world supply is above 
world demand. 

Now, let me go back. If what Mr. Moorman brought out during 
his questioning, ‘if I understood it, is correct, this so-called S contract 
new, which deals basically with Brazilian coffee, and that is the basis 
upon which the futures, or however you call it, I don’t know what the 
language is on it, price is going to be determined, if that type of con- 

tract is in effect, without taking i in the other component parts of the 

producing countries, isn’t it always going to reflect that which is 
taking place 1 in only one area as against w vhat is taking place on the 
world scene? 

Mr. Israru. No, sir. 

Senator Payne. Then, forgive me, and I want you to answer, but 
if it isn’t, then if we have got a supply based upon the figures which 
are shown here, which are in excess considerably over demand world- 
wide, why has there been the tremendous pyramiding in price that 
has taken place if supply and demand, as both Mr. Lobo and you 
and others I have heard testify say determine what that price is going 
to be? 

Mr. Isragu. Senator, I think perhaps as good an answer is found on 
page 92, the last paragraph, where it states the point should be em- 
phasized that table 7 is based upon the domestic retail price prevailing 
at the moment of writing, approximately $1.20 per pound. 

Coffee is selling below $1.20 per pound. I don’t know what it will 
sell for 6 months from now. But these rates here of supply and de- 
mand are all calculated on the $1.20 per pound retail price. Like- 
wise, the projection into 1960 is based on $1.20 per pound. So that 
we don’t know what consumption will be and what the ratio will be, 
because we don’t know what the price will be between 1954 and 1960. 

I think there is a very definite relationship between consumption 
and price. 

Senator Paynn. That may be so. I again go back to table 8, 
which has to do with the world supply for the marketing year. We 
will take 1952, which is 41.2; is that right? 

Mr. Israru. That is right. 

Senator Paynn. 1953 is 41.9; is that right? 

Mr. Israrv. That is right. 
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Senator Paynn. 1954, and I presume that is somewhat of an esti- 
mate, is 42.1, which is an increase. 

Now, if that is so, it doesn’t indicate a terrific falling off of produc- 
tion or world supply of coffee, does it? 

Mr. Israru. No, sir. 

Senator Payne. Is that right? 

Mr. Israrv. No, it shows an increase of supply. 

Senator Payne. So, no matter what happens on this other side of 
the picture, if world demand falls off, and you said that the United 
States consumption fell off, certainly if you go back to the periods that 
I have again set forth, 1952-53, I fail yet to see why there should be 
an increase in the price of coffee. 

I wil! admit consumption went down, but consumption went down, 
why? Consumption went down because of the increase that took 
place in coffee, the increase in price. But what caused the increase in 
price? Certainly there wasn’t a shortage in world supply. 

Mr. IsrarL. Say, at the proposed rate of consumption, the way 
it looked that consumption would be in February, when I was here 
before, the statistical position and the ratio between supply and 
demand was a much, much tighter one than it is today. 

Senator Payne. Doesn’t this fellow, George Gordon Patton, build 
up these tables of what he estimates supply and demand are going to be? 

Mr. Isran.. That is perhaps an estimate of his. 

Senator Payne. Some of these figures here we agree are pretty 
accurate and some of these figures apparently come from his figures. 

If I read the footnotes correctly, somebody must be making a study 
of this situation, and is able to forecast, if they are hitting figures 
that you agree are reasonably correct and the Department of Agri- 
culture says are reasonably correct. 

Mr. Israsi. Senator, the 1953 estimate of United States demand 
for coffee was 20.4. The 1954 preliminary estimate is 19.6. 

Senator Payne. That is 800,000. 

Mr. Isranv. But the 20.4 already was an increase of, say, 500,000. 

Senator Payne. Over the previous year? 

Mr. Isragu. Yes, 

Senator Payne. And is going back again to the lower table, which 
is the world supply. In 1952 the production was 41.2. It increased 
700,000, to 41.9. It went 200,000 more in 1954, to 42.1. 

Mr. Isragu. Forty-two and one-tenth in 1954. 

Senator Payne. I am not going to talk beyond that because I 
guess nobody knows, except that these figures bear it out. It will 
be interesting to watch it. 

Mr. Israru. One thing about these figures, though, that I would 
like to point out that are a little misleading is total Brazilian produc- 
tion and exportable production, because—— 

Senator Payne. Again we are going back to Brazil. The basis of 
the S contract uses the Brazilian standard; is that right? 

Mr. Israru. That is right. 

Senator Payne. So that if we use Brazil as the trading point on 
what the price of coffee is going to be, and you get a situation that 
no matter how small a change in production starts to affect that 
situation there, unless the form of contract is such that it takes into 
consideration the entire world’s supply as connected with world 
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demand, then you invariably are going to get a reflection that will 
not reflect that which is happening | over the world as a whole. 

Mr. Israru. Senator, I don’t think that is exactly correct, because 
an increase in production from other parts of the world has had 
tremendous effect on the price of Santos. 

Senator Payne. Hasn’t Santos had a tremendous effect upon the 
price from the other countries? 

Mr. Isragu. Yes, sir. 

Senator Payne. Colombian coffees, and others? 

Mr. Isragu. Likewise, the price of other coffees has had an effect 
on the price of Brazilian — For example, Brazilian exports for 
the first 3 months of this year are approximately 2 million bags, and 
that 2 million bags is 2 million bags less than their exports in previous 
years, or the past 5 years. 

Senator Payne. Which would reflect the difference in price naturally 
on the Brazilian market, wouldn’t it? 

Mr. Isragt. Which would reflect the price or make more supplies 
on the Brazilian market, because of coffees from other producing 
countries having taken the place of Brazilian coffee in the United 
States market. 

Quite a few years back there was a big increase in Indonesia and the 
Indonesian production. That caused a precipitous decline in prices 
in 1929. At that time the exchange had the D contract, which was 
somewhat similar to the S contract, except that it was soft. The 
increase of production in Indonesia was one of the primary causes for 
the sharp decline in coffee prices in 1929. 

Large increases from any coffee-producing sector of the world will 
have its effect on the S contract, although the S contract is just a 
Brazilian contract. Increases in production in Colombia will have an 
effect. Increases in Mexico will have an effect. In Africa. Even 
though those coffees may not be deliverable, they still have a tre- 
mendous effect on the price of Brazilian coffee. 

Senator Payne. I hate to admit it but I get confused sometimes on 
all these things. 

Mr. Israru. I don’t think so. 

Senator Payne. I think I will take some more time and check some 
of these figures in here. I am interested in following this through to 
see what happens on a graph insofar as supply and demand is con- 
cerned, worldwide, Brazilian-wide, Colombian-wide, and so forth. 

Senator Breautu. The depression of 1929 brought in the adoption of 
the S contract? 

Mr. Isranu. No, sir. The S contract was started in 1948, I believe. 
It was a D contract in 1929. 

Senator Beaty. Thank you very much. The committee will stand 
recessed until 10 o’clock tomorrow morning. 

(Whereupon, at 4:15 p. m., the committee recessed.) 
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Unirep States SENATE, 
SPECIAL SUBCOMMITTEE ON COFFEE PRICES OF THE 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The subcommittee met at 10 a. m., in room 301, Senate Office Build- 
ing, Senator J. Glenn Beall, chairman, presiding. 

Present: Senators Beall and Payne. 

Also present: Walter H. Moorman, counsel; Donald L. Rogers, 
assistant counsel. 

Senator Brau. The meeting will come to order. Our first witness 
will be W. A. Minor. Will you give your full name, address, and your 
official business to the reporter, please? 


TESTIMONY OF W. ARTHUR MINOR, ASSISTANT ADMINISTRATOR, 
FOREIGN AGRICULTURAL SERVICE, DEPARTMENT OF AGRI- 
CULTURE 


Mr. Minor. I am W. Arthur Minor, Assistant Administrator of the 
Foreign Agricultural Service, United States Department of Agricul- 
ture. My residence is 435 Greenbrier Drive, Silver Spring, Md. 

Senator Beauty. Mr. Counsel, you may proceed. 

Mr. Moorman. Mr. Minor, how long have you been employed as 
Assistant Administrator of the Foreign Agricultural Service, United 
States Department of Agriculture? 

Mr. Minor. I have been Assistant Administrator of the Foreign 
Agricultural Service for about 11 months. 

Mr. Moorman. Would you tell the committee what generally has 
been your experience in relation to coffee production, coffee reports? 

Mr. Minor. As far as specific experience with coffee, my experi- 
ence is not great. The Foreign Agricultural Service during the period 
that I have been with them has been collecting information, and, of 
course, also prior to that time. I have been in the Department and 
in contact with that Service for a period of almost 10 years. So, it 
has covered a much longer period that I have been familiar with their 
activities but not directly connected with them. 

Mr. Moorman. Mr. Claude Horne, a representative from your 
office, testified yesterday. It was his testimony that he was in agree- 
ment with the coffee production as reported by the FTC, generally, 
that it may have been off an infinitesimal part in comparison to world 
production. Are you in agreement with that? 

Mr. Minor. Yes. That is our information, and apparently the 
facts support each other. 
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Mr. Moorman. Mr. Minor, the committee would like your observa- 
tions and recommendations in relation to a system of coffee reporting. 
Let me read to you some allegations made in the Economic Report of 
the Investigation of Coffee Prices by the Federal Trade Commission, 
and then I will pose a question to you. 

The Federal Trade Commission in its report, in its summary and 
conclusions, alleges that inadequate reporting of coffee production is 
responsible at least in part to the increase in coffee prices, and this 
inadequate reporting is condusive in part to unreasonable market 
speculation and manipulation, that it is a fair statement that the 
recent increase, January to and inclusive of August, of coffee prices 
has cost the American consumer about $293 million. 

Now, would you tell the committee, give it your opinion concerning 
the inadequacy, if there is an inadequacy of coffee reporting, as to 
how it can be improved? 

Mr. Minor. Unquestionably the data that are available are not 
as good as we would like to have, that is, the American consumer 
wants to know what the present and future prospects are for avail- 
ability of supplies that they will need or want, and the best informa- 
tion that they can get is what they are looking for. 

[ think the information we have helps a great deal, but certainly 
if we could have better information on the plantings and conditions 
in the various producing areas, the data could be improved, especially 
further in advance. 

Mr. Moorman. Would the committee understand that it is your 
opinion then that the present method of reporting coffee production is 
inadequate? 

Mr. Minor. It certainly could be improved, and, depending upon 
the degree of accuracy and the data, and how much we are willing to 
put into it for that purpose, why, I would certainly say that the 
present system is not adequate and that there could be improvements. 

Mr. Moorman. In what respect is it not adequate? 

Mr. Minor. It is not adequate in that they don’t have as good 
data on each of the producing areas as would be desirable, and current 
observations and contacts with those areas from time to time would 
improve the data as can be made available. 

We recognize, in the first place, that this is not a matter of primary 
concern to American farmers, that it is of primary concern to con- 
sumers. While the farmers are interested in things we buy that 
produce dollars that permit other countries to buy our goods, it is 
not something that we can divert funds that are provided for the 
work of American farmers to do. 

We have put such force as we could to bring together the facts 
that are available and to produce the best information that can be 
had from them. But it would require additional personnel to improve 
the data further. 

Mr. Moorman. The force that you refer to is the Department of 
Agriculture personnel? 

Mr. Minor. That is right. 

Mr. Moorman. What force do you use, in relation to personnel? 

Mr. Minor. We have one small division under Mr. Horne’s 
direction that consists of 10 people at the present time, including 
the clerks and statistical people that work on sugar and tropical 
products. It is a division, the Sugar and Tropical Products Division, 
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which takes in, in addition to coffee, sugar, cocoa, pepper, spices, 
and so on. 

Mr. Moorman. To what geographical areas are those people 
assigned? 

Mr. Minor. Those people are in Washington. 

As far as the field is concerned, beginning with September 1, the 
agricultural attaché system, which was in the Department of State 
from 1939 to September 1, became again under the direction of the 
Department of Agriculture. 

We have representatives through the agricultural attaché system 
in about 42 countries of the world. 

Mr. Moorman. The Department of Agriculture? 

Mr. Minor. Yes; beginning September 1, of this year. We are 
just now taking over that system again, although we have been 
cooperating with the State Department in their direction for the 
period that they have been in the State Department. 

Senator Bratt. Do these attachés report to the Department of 
Agriculture directly or to the State Department and then to you? 

“Mr. Minor. Since Se ptember 1, to the Department of Agriculture 
directly. 

Senator Beau. Are they your employees or do they come under 
the employ of the State Dep: nee: ? 

Mr. Minor. Since September 1, they are under our direction, and 
actually the physical transfer is to be effective November 1. They 
are under our direction beginning September 1, they are our employees, 
and we are making funds available to State to take care of them dur- 
ing this interim period. 

Senator Beau. They will be paid out of your budget? 

Mr. Minor. Yes. The Congress, near the close of the session, in 
the farm bill, authorized the Secretary to assign these attachés 
abroad. There was appropriated funds to us for that purpose. 

Senator Brau. Isn’t that an innovation that has been brought 
about just in the last few months? 

Mr. Minor. Yes. 

Senator Beaty. Heretofore, if they were in these countries, they 
were part of the State Department personnel? 

Mr. Mrnor. That is correct. 

Senator Bratt. And they reported to the State Department 
directly, and then the State Department in turn reported to you? 

Mr. Minor. That is correct, from 1939 until 6 weeks ago. 

Senator Braty. This will bring about the reporting directly to 
Agriculture. Since this is a commodity which should come under 
that Department, shouldn’t that bring about more efficient reporting 
and perhaps expedite reporting that you would get, and furnish you 
with the figures more quickly? 

Mr. Minor. We believe it will improve our reporting in general. 
We expect to provide some additional travel funds to the men in these 
countries so that they can make more personal observations and per- 
sonal contacts than they have been able to make in the past. 

Senator Brauy. I am glad to hear that, because last April in our 
hearings one of the criticisms was that the people out in the field 
didn’t have the funds to really get out and make the reports available 
to your Department and in turn to this country. 
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If you are going to make more adequate travel funds available, 
there is no reason why they shouldn’t go out in the field and find out 
just what the actual conditions are? 

Mr. Minor. They will be able to do some of that. 

I should point out that along with that, however, they are being 
given additional responsibilities with respect to the development of 
markets for your agricultural products and the disposal of your surplus 
agricultural commodities. So, they are going to be right busy people. 

Senator Beaty. Again, maybe we are loading one person up with 
too much detail? 

Mr. Minor. In most countries we will have one attaché, a secre- 
tary and a local assistant that is hired locally to work with him. In 
many others we will have an assistant attaché and maybe 1 or 2 other 
assistants. The staff will be small. They will still be part of the 
Embassy family, but they will report directly to the Department of 
Agriculture. 

Senator Beaty. Will they be paid from your budget? 

Mr. Minor. And will be paid from our funds. 

Mr. Moorman. What is the number of personnel that you intend 
to assign out in the field? Have you given that any thought? 

Mr. Minor. As of the present time we have a total of about 57, 
I believe, attachés and assistant attachés assigned to the field, with 
supporting help. 

Mr. Moorman. For coffee? 

Mr. Minor. No, that is the entire staff. 

Mr. Moorman. How many will you have assigned for coffee re- 
porting? 

Mr. Minor. We will have none under the present arrangements 
assigned for reporting on coffee. We will get reports from these 
people who are working on many other things. 

Mr. Moorman. Would you recommend that you have trained per- 
sonnel out in the field reporting on this coffee and assigned to nothing 
but that? 

Mr. Minor. That is a matter of policy that I think is something 
the Congress would have to determine. 

Mr. Moorman. Aside from policy, from practical considerations, 
sir, what is your recommendation? Do you think it would help this 
coffee situation to have cooperation with the foreign countries in 
coffee reporting, and our own commodity markets? 

Mr. Minor. We could certainly get more adequate data and more 
accurate reporting if we had some people there who had that as their 
responsibility. 

Mr. Moorman. Have you given any thought to the number of 
people that you would want to place out in the field on the spot to 
carry on this coffee reporting and cooperate with a foreign country in 
relation to it? 

Mr. Mrnor. With the attachés reporting to the Department of 
Agriculture, I believe that if we had 3 technical men in the field, say, 
1 in Brazil, another covering the rest of South America, and 1 for the 
rest of the world that they could keep in fairly good touch. You 
could expand that and do still more. 

Mr. Moorman. You could, but the committee wants to know, Mr. 
Minor, whether or not you recommend expansion of this three-man 
technical staff as to the reporting of coffee production, whether it 
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would be efficient to recommend more or whether it would be just a 
waste of money. The objective to be accomplished is to provide for 
proper coffee reporting and cooperate with those producing countries 
in the reporting. 

Mr. Minor. Assuming that it is the decision that the consumer 
should have more adequate information, the consumers, United States 
handlers, and so on, should have more adequate information—— 

Mr. Moorman. The commodity markets? 

Mr. Minor. Yes. Then these three additional people to work 
abroad might be stationed, some of them probably could be stationed 
here and be in travel status, because of the wider area that they 
would have to cover, would probably be able to accomplish that 
result. 

There would also need to be some additional statistical help here 
to utilize the data which they would secure. So that a total of 
$50,000 or $60,000 would immeasurably improve coffee statistics. 

There is also the problem that there are other commodities in 
which American consumers are interested, that while not produced 
in exactly the same area, are in adjacent areas, and if we were going 
to assign people to that work that, too, should be given consideration 
so that we could accomplish both with greater economy to the 
American public. 

Mr. Moorman. Would you, as Assistant Administrator of the 
Foreign Agricultural Service, your department, take the time to 
compile a recommendation for this committee in relation to the 
personnel required for proper coffee reporting, the countries to which 
they would be assigned, and the cost that it would be to maintain 
that staff? 

Mr. Minor. We would be glad to provide the committee with 
any information along that line—— 

Mr. Moorman. Will you prepare such a report? Apparently you 
don’t have any. There may be something, too, from your testimony 
here, as to the coffee trade’s allegations that the report is not proper. 

You have 10 statisticians here in W ashington and 3 technical men 
out in the field. The three technical men apparently get some on- 
the-spot information. They get information from the State De- 
partment 

Mr. Minor. We do not have the technical men now. 

Mr. Moorman. You don’t have them out in the field? 

Mr. Minor. We have none in the field. The reports come in from 
the agricultural attachés located at the Embassies throughout the 
world, and from other governments and through commercial chan- 
nels, various publications, and so forth. We get a great deal of data, 
but we do not have any technical men in the field outside the attaché 
system. 

Mr. Moorman. Mr. Minor, how long would it take the Foreign 
Agricultural Service to come up with a specific recommendation to 
the committee for the reorganization and the providing of personnel 
for proper coffee reporting and cooperating with foreign countries in 
relation thereto? 

Mr. Minor. We could do that in a very few days. 

Mr. Moorman. As to a specific recommendation, aside from your 
policy; from a practical standpoint? 
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Mr. Minor. We could give you the Department’s views probably 
within a few days. There are certain clearances we would have to 
have, because I am not in a position to recommend that these people 
be put on. We can certainly indicate that it would improve the 
statistics, but there are a lot of things that would be good to do that 
we are simply not in a position to recommend they be done. So, I 
could not—— 

Mr. Moorman. There are things that could be good to do that you 
cannot recommend that concern coffee? 

Mr. Minor. No, I am speaking in general. In other words, if we 
were to recommend everything that could be done for American 
farmers and American consumers in the Department that would be 
desirable, the cost would be out of the question. » So there has to be some 
choosing as to the things that are essential in order to keep within 
proper budgetary limits. 

Senator Breau. You do feel that everything these attachés now in 
these coffee- produci ing countries say is really beneficial and is a justifi- 
able expense? 

Mr. Minor. It certainly would improve the adequacy of the data 
that are available; yes. 

Senator Payne. It also is going to have quite a lot of beneficial 
effect, isn’t it, in seeing that some of this agricultural trade, American 
commodities, gets a little more consideration than it has in the past in 
our dealings with some of these other countries? 

Mr. Minor. That is correct. We are working very hard in de- 
veloping this trade which we think will be beneficial to the other 
countries and to the United States. 

Senator Payne. That is really one of the prime objectives, isn’t it? 

Mr. Minor. Yes, sir. 

Senator Beaty. Mr. Minor, specifically, what recommendations 
would you make to the committee? You just don’t necessarily volun- 
teer this, but we are asking what specific recommendations you would 
make to us as a committee for us to do or consider. 

Mr. Minor. I would not be in a position to make a recommendation 
at this time, Senator, on that question. 

Senator BreatLt. Would you say that in your work we should have 
better or more efficient personnel out in the field where we could get 
the statistics on coffee? 

Mr. Minor. Well, we are going to have in the attaché service the 
most efficient people that we can get. They are going to do all that 
they cando. This will be one of the things that they will do what they 
canon. If we are going to get what. I interpret to be your thinking as 
to adequate information and what would be my own as to adequate 
information, it will take some additional help to make observations 
and maintain contacts with producing areas to get the additional 
information with the degree of accuracy that I think is desirable. 

Senator Brau. Bearing in mind that we are a legislative com- 
mittee and only thinking in terms of legislation, do you feel that you 
have adequate legislation now to put anyone out in the field that you 
may have the funds to? 

Mr. Minor. Yes; we have adequate legislation. 

Senator Brau. That was as a result of a new farm act? 

Mr. Minor. Yes; the legislation is adequate. There would be no 
legislation needed to accomplish the objective. 
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Senator Beaty. Do I understand that you don’t have any specific 
recommendations that you would want to make to this particular 
committee? 

Mr. Minor. That is correct. That would be a budgetary matter, 
and, as you know, there are procedures which we have to follow in 
making budget recommendations. Since those procedures have not 
been gone through, I am not in a position to make a budget recom- 
mendation at this — 

Senator Breau. As it is now, vou do feel, though, that this new 
inspection or supervision service that you have had since September 
will help very definitely in the future to get the information quicker 
and more adequately? 

Mr. Minor. Yes, I believe we are making some adjustments which 
will provide more adequate dete and provide it more quickly. We 
are reviewing all of our reporting requirements to try to be sure that 
we give first attention to the things that are most important. We 
may not be able to maintain all the things we have been doing, but we 
will be able to do some of them better than we have been doing. 

Mr. Moorman. Mr. Minor, I just want to make a statement and a 
point for you. The FTC has alleged that improper coffee reporting 
is conducive to speculation and manipulation of the market. Your 
testimony is that the Foreign Agricultural Service’s present system 
of coffee reporting can be improved? 

Mr. Minor. That is correct. 

Mr. Moorman. That there are inadequacies in the present setup 
that you have. That question being so important, why can’t your 
department make a_ specific recommendation—forget about any 
budgets—make a specific recommendation as to the mechanical setup 
concerning personnel, where they will be assigned, what they will do, 
and how it can improve coffee reporting? Can you make that recom- 
mendation to the committee, with an statement as to what it would 
cost the Government? 

Mr. Minor. Mr. Moorman, by whatever name you may call it, 
it isa budgetary matter. As you know, we are not authorized to make 
such recommendations except following proper procedures. So, Il am 
not in a position, and I have indicated that, to put a technical man in 
Brazil who would spend his full time— 

Mr. Moorman. Excuse me for interrupting you. But is there a 
statute against an administrative tribunal giving a Senate investigat- 
ing committee a recommendation as to things that would improve a 
situation? 

Mr. Minor. I have stated what would improve 

Mr. Moorman. I didn’t ask you that, sir. 

Mr. Minor. I shall not make a budget recommendation. I have 
advised you of that previously, and I am not in a position to do so. 
That is what you are asking, as I understand it. 

Senator Braun. Let me ask it this way: Have you or your budget 
director made any requests for additional funds? 

Mr. Minor. Yes. 

Senator Brau. You have? 

Mr. Minor. Yes. 

Senator Brau. This committee, then, if we want to find that out, 
can get that from your budget director? 


43303—54—pt. 2——-6 





432 STUDY OF COFFEE PRICES 


Mr. Minor. I can tell you what we have done, as far as that is 
concerned. 

Two years ago the Foreign Agricultural Service in its budget 
request included funds for some additional help in this area. The 
same thing was done a year ago, but the budget did not reach the 
Congress. In other words, when weighed along with all the other 
things that were requested, it did not reach here. 

Senator Beatu. The Department of Agriculture sent it over to the 
Budget Director and he struck it? 

Mr. Minor. For the 1954 budget, that is correct. In the 1955 
budget it was eliminated in the Department before it reached the 
Budget Bureau. 

Senator Payne. If those people had been assigned to those coun- 
tries would they have been assigned under the old se tup of where the 
individuals concerned would have been in the Embassy? 

Mr. Minor. No, sir, these people would have been employees of 
the Department of Agriculture, and would have done their work in 
travel status from the Department of Agriculture. They would not 
have been assigned to the embassies. 

Senator Payne. That whole setup was not, in my opinion, satis- 
factory. 1 fought strongly on that and had a number of consultations 
back last year and early this year. The old setup of agricultural 
representation in foreign countries was not satisfactory at all when 
they were responsible to the State Department. 

With the change, they will now be responsible to the Department 
of Agriculture and interested in developing a favorable climate for 
both American agriculture and the countries in which they are 
located so as to try to strike a balance of trade and help at both ends. 

Mr. Minor. They will, in effect, be representatives of agriculture in 
those countries. 

We believe the most effective way of getting this information in 
some countries would be, like Brazil, to assign a person to the Embassy. 
In other countries it would be more effective, where they are scattered, 
to have a man from here who would spend a certain amount of time 
in each of the countries concerned but probably would have his 
headquarters here. 

Senator Bratt. You would need more than one man for that, 
wouldn’t you? 

Mr. Minor. Yes. We feel it would take at least three technical 
men with supporting persons to do that work. 

Senator Beautu. They would visit in the South American countries, 
the coffee-producing countries, and work with the people down there? 

Mr. Minor. That is right. We do not have attachés. We will 
have attachés at present in only about 42 countries. So there will be 
a good many of these countries in which there will not be an attaché. 
We will get reports from State Department personnel there, and we 
will reimburse them for the time spent in acquiring that information 
for us 

Senator Beaty. Then would you say that what you need now are 
perhaps three statisticians working with and directing the men in the 
field? 

Mr. Minor. I would say to improve that materially 3 technical 
people located here, or in the field, with at least 2 supporting the 
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statistical and clerical people would immeasurable improve it. You 
can go beyond that and refine it still more. 

Senator BeaLL. You want a minimum of three? 

Mr. Minor. Yes, and a statistical person and a clerk typist, or 
something of the kind here, would be a minimum in bringing about 
the improvement that has been indicated. And to employ them 
would cost in the neighborhood of $50,000 to $60,000 because travel 
is expensive on that distance. 

Senator Brau. You feel that $50,000 or $60,000 additional in the 
budget for technical assistance would be most helpful? 

Mr. Minor. It would certainly enable us to provide more adequate 
data on coffee production in other areas. 

Mr. Moorman. That additional personnel would include statis- 
ticians? 

Mr. Minor. It would include one. 

Mr. Moorman. One statistician? 

Mr. Minor. Yes. 

Mr. Moorman. How many personnel would you have to make on- 
the-spot inspections? 

Mr. Minor. Three. 

Mr. Moorman. They would be coffee men, not statisticians? 

Mr. Minor. They would be men who would know something of 
coffee and would also have to know something of crop estimating, 
and that sort of experience or training. 

Mr. Moorman. How do you go about selecting that type man, Mr. 
Minor? 

Mr. Mrnor. You would simply review all of the people that vou 
could find available and select the ones that come nearest to filling 
the bill, because it would be difficult to get people. There are not 
many people who would really qualify for “that kind of work without 
some training. It might be that we would have to get the best 
qualified people and let them get the experience as they worked, 
because I don’t think you would get any with the exact experience 
you are looking for. You could get competent people who could be 
trained in a relatively short time and who could do a good job. 

Senator Bray. Thank you very much, Mr. Minor. We appreciate 
your testimony. 

Our next witness is Mr. Douglas B. Bagnell. Mr. Bagnell, will 
you give your name, address and occupation to the reporter, please? 


TESTIMONY OF DOUGLAS B. BAGNELL, ASSISTANT ADMINISTRA- 
TOR FOR COMPLIANCE, COMMODITY EXCHANGE AUTHORITY, 
DEPARTMENT OF AGRICULTURE 


Mr. Baenetu. Douglas B. Bagnell, 112 Prince Street, Alexandria. 
I am the Assistant Administrator for Compliance of the CEA. 

Mr. Moorman. Mr. Bagnell, how long have you been employed 
as Assistant Administrator for Compliane e under the Commodity 
Exchange Authority? 

Mr. BacGnett. I have had my present position for just a little over 
a year. I have been with the CEA and its predecessor organization 
since 1931. 
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Mr. Moorman. What was your experience prior to the time that 
you had that assignment? I believe you had experience as an account- 
ant and as a broker? 

Mr. BaGne.u. Prior to going to work for the Department of Agri- 
culture I was in the practice of public accountancy. I am a certified 
public accountant. I also had a break in my employment with 
Agriculture for a time when I was with the business conduct committee 
of the Chicago Board of Trade. That was for about a year and a half. 
I was also a partner in a Chicago stock and commodity brokerage 
house for a time. Except for those 2 breaks, and about 3% years in 
the armed services, I have been with the CEA since 1931, the CEA or 
its predecessor organization. 

Mr. Moorman. Generally, what duties do you perform on the 
Commodity Exchange for Compliance? 

Mr. BaGneti. My work has primarily to do with the enforcement 
aspect of the law, the observation of trade practices on the commodity 
exchanges, the accumulation and presentation of evidence in connec- 
tion with alleged violations of the act. 

Mr. Moorman. You are thoroughly familiar with the trade prac- 
tices on the commodity exchanges? 

Mr. BaGnexu. On those that come within our jurisdiction, I think 
I am. 

Senator Beauty. Does coffee come under your jurisdiction? 

Mr. Bagnewu. Coffee does not, no, sir. 

Mr. Moorman. Mr. Bagnell, I would like to read to you some alle- 
gations made by the Federal Trade Commission in its Economic 
Re ‘port of the Investigation of Coffee Prices, and then to pose a ques- 
tion to you. 

The first question has to do with its allegations under “Speculative 
Limits,” ‘Price Manipulation and Cornering,’ as taken from page 
XLV of its summary contained in the front of the report. It would 
be page 29 and 30 of the one that you have in your hand, the pre- 
liminary report. 

Here is the allegation that the FTC makes concerning speculative 
limits: 

On the basis of a legislative finding that excessive speculation may cause sudden 
and unreasonable price fluctuations, the Commodity Exchange Authority was 
given power to set maximum limits on the daily volume of speculative trading 
and net speculative futures holdings of individual traders so as to restrict the 
manipulative capacity of purely speculative accounts. No limit is imposed by 
the rules and bylaws of the New York Coffee and Sugar Exchange. 

Its rules merely limit the number of open contracts that a clearing member is 
permitted to carry to 2,500 contracts. This upper limit can scarcely be regarded 
as an effective curb on excessive speculation, inasmuch as it exceeds in many 
instances the combined total open contracts carried by the approximately 38 
members clearing coffee futures. 

Under “Price Manipulation and Cornering,” the FTC states this: 


An additional safeguard which is contained in the Commodity Exchange Act 
is the provision which places primary responsibility on the governing board of an 
exchange to prevent manipulation of prices and the cornering of any commodity. 
Direct reference is not made in the rules and regulations of the New York Coffee 
and Sugar Exchange to, ‘* Manipulation of prices and cornering of any commodity,’ 
although a provision is made for the appointment of a control committee when 
“a situation or an interest exists in any one month or months that might jeopardize 
the normal functioning of the exchange.”’ 
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Now, the question: Assuming that the allegations of the FTC are 
correct, what, if any comments can you make concerning the ade- 
quacy and the protection of the Commodity Exchange Act to keep 
within reasonable control speculation and manipulation of prices con- 
cerning coffee compared to the trading of other commodities at the 
exc changes under the control of the Commodity Exchange Authority? 

Mr. Baanet. I think, Mr. Moorman, perhaps the best way I can 
answer that is to describe the methods used on the other exchanges 
and our experience in the use of speculative limits in other com- 
modities that are under our jurisdiction. 

There is one thing I think should be corrected at the outset. I 
imagine it is a8 typographical error in the report. Under “Speculative 
limits” it is said, ‘The Commodity Exchange Authority was given 
power to set maximum limits.”’ 

Actually, that is the Commodity Exchange Commission that has 
the authority, a Commission consisting of the Attorney General, the 
Secretary of Commerce, and the Secretary of Agriculture. 

The Commodity Exchange Authority, with which I am connected, 
only enforces the limits after they have been established by the Com- 
mission. The Commission has established limits on the principal 
commodities under this law. For example, there is a 2 million bushel 
limit on grains, a 30,000 bale limit on cotton. 

Mr. Moorman. That pertains to speculative 

Mr. BAGNELL. Speculative positions only, and it should be empha- 
sized that it does not restrict hedging. Any transaction that is a bona 
fide hedge within the definition in the Commodity Exchange Act is not 
subject to these limits. But under the limits no person may hold 
more than 2 million bushels of grain, speculatively, or more than 
30,000 bales of cotton, with similar limits in various other commodities. 

Those limits are established after hearings and after very lengthy 
investigations on the part of the CEA to determine what figure is 
necessary to prevent excessive price movements due to large specula- 
tive operations. 

We found in grain, for example, that whenever any 1 person held 
more than 2 million bushels the tendency was for price fluctuations 


to increase. The market became more erratic. As the holdings of 
individual’s account got larger than 2 million, the tendency was for 
these price moves to become more and more erratic. We found, in 


general, when any 1 person held more than 2 pereent of the total 
open contracts during the average life of a future that had a tendency 
to increase price fluctuations. 

That 2-percent figure was a sort of rough rule of thumb, and it 
varies somewhat with different commodities and different cireum- 
stances, but we did find that in general it applied. 

We consequently recommended to the Commission that these 
limits be fixed, and they did so. It has had a very definite tendency 
to reduce price fluctuations either upward or downward due to heavy 
trading activity. 

If we were going to attempt to establish limits, for example, in 
connection with a new commodity, coffee, for example, it would be 
necessary to make very careful investigation of the operations of the 
larger accounts and relate those to price movements to see what if 
any limits were necessary and desirable. 
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The second part of the report that you read, having to do with the 
fact that the exchange has no direct reference in its results to the 
prevention of price manipulation and cornering, in connection with 
the other commodities under the act it is necessary that the exchange 
assume that responsibility. 

Mr. Moorman. How do the commodity exchanges with which 
you are familiar assume that responsibility to the satisfaction of CEA? 

Mr. BaGne tu. Well, in the first place, before being designated as a 
contract market they must have rules that place that responsibility 
on themselves under which they assume the responsibility. 

In the discharge of that responsibility, the exchanges, the larger 
exchanges have set up what they usually describe as business conduct 
committees. Those committees have somewhat similar functions to 
the functions that I understand the control committee on the Coffee 
Exchange has. 

T notice, though, that in the ‘tem that you just read you say: 

Provision is made for the appointment of a control committee when “a situation 
or an interest exists in any 1 month or months that might jeopardize the normal 
functioning of the exchange.” 

I take that to mean—I may be wrong about this—I interpert that 
to mean that a committee is merely appointed when a particular 
situation exists, that it is not a continuing committee. 

On the Chicago Board of Trade, with which I have considerable 
familiarity, there is a permanent business conduct committee. The 
members of that committee first express themselves not to engage in 
any speculative activity. This committee meets regularly, generally 
about once a week just as a matter of routine. When any apparently 
questionable situation exists it may meet much more often. It may 
meet daily. In fact, I have known it to meet more than once during 
a day. 

They have a staff of competent investigators, a very small staff, 
and if they find a situation that they think is questionable, they get 
complete details of every interest that is of any consequence, the size 
of the long contracts, the size of the short accounts. Generally, at 
first, they do not get the identity of the accounts. 

Mr. Moorman. Are those reports of the longs and shorts available 
to CEA? 

Mr. Bacne.u. The CEA gets those reports every day regardless 
of any activity of the business conduct committee. The CEA gets 
those in a routine fashion on all of its markets. But the business 
conduct committee steps in and gets reports of its own through its 
staff of accountants and through contacts with the larger interests 
in the market. 

As I said, at first they tried to avoid disclosing even to themselves 
who the people are. They will have their staff of accountants merely 
say that account A is long so many million bushels of hay, or whatever 
it might be. They will then try to find out what the ability and in- 
tention of account A is, whether he expects to take delivery or 
whether he expects to sell out. 

They will also contact the larger shorts in the market to see whether 
they intend to make delivery, and, if so, whether they are able to make 
delivery. If a situation becomes sufficiently acute, the committee 
will obtain the names and addresses of the persons involved and they 
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will contact them sometimes directly, and urge them to dispose of 
their holdings or make arrangements to make delivery or take deliv- 
ery, as the case may be. 

Mr. Moorman. After this urging, suppose they didn’t do it; what, 
if anything, can the CEA do about it? 

Mr. Baene tu. If this involved an apparent attempt of price 
manipulation and cornering, the CEA could bring charges, and after 
due process of hearing, which is time-consuming, the CEA could deny 
these people further trading privileges on the contract market. 

But the CEA is in pretty close touch with the activities of these 
committees. We sit in by invitation on the meetings of these com- 
mittees. Their minutes are open to our inspection any time under 
the law. Generally, the committees, if the member under question 
doesn’t respond to the request, have ordered them to liquidate. They 
have also stopped trading in a particular commodity, either stopped 
trading entirely for a given period or time or limited trading as to the 
liquidation of certain contracts. That is why an active control com- 
mittee or business conduct committee in actual practice functions. 

As I started to say a minute ago, before being designated as a con- 
tract market, an exchange must have rules under which it assumes the 
responsibility for this general sort of self-controlling action. Of course, 
that is carried on under the constant observation of the CEA. 

[ will say that we have had a very high degree of cooperation from 
the exchanges under our jurisdiction in attempting to prevent erratic 
and unjustified price movements. They haven’t always been success- 
ful, and I am sure will not always be successful, but I believe we have 
gone quite a way in that direction. 

Mr. Moorman. Under “Speculative limits” of the FTC allegation 
it says: 

No limit is imposed by the rules and bylaws of the New York Coffee and Sugar 
Exchange. Its rules merely limit the number of open contracts that a clearing 
member is permitted to carry to 2,500 contracts. This upper limit can scarcely be 
regarded as an effective curb on excessive speculation, inasmuch as it exceeds in 
many instances the combined total open contracts carried by the approximately 
38 members clearing coffee futures. 

Would you comment on that statement? 

Mr. BaGcnety. Without knowing quite a bit more about the general 
breakdown of the trading on that exchange, that is, the proportion of 
it that is hedging, the proportion that is speculative, it is difficult for 
me to comment on that too precisely. 

The fact that the limit is stated here to exceed in many instances the 
combined open total contracts would certainly indicate to me that it 
is not an effective limit for curbing excessive speculation. 

Mr. Moorman. And under CEA a reasonable speculative limit 
could be set? 

Mr. BaGne.u. Whatever limit appeared necessary to prevent er- 
ratic price movements could be established, yes, sir. 

Mr. Moorman. And the CEA in determining what speculative 
limits would be set, of course, takes into consideration many things, 
such as imports, exports, coffee production, and that type thing; is 
that correct? 

Mr. Bacnetu. The whole history of the trading for some past 
period of time, with a record of when there had been large trading 
and how it apparently affected price. Public hearings would be held 
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at which all person: interested would be invited to present their views, 
and then a limit would be recommended. 

Mr. Moorman. Would you say that the diligence of these control 
committees on different commodity exchanges is increased by the 
supervision of the CEA? 

Mr. Bacneuu. I think that would be a natural conclusion. I 
think the committees, in general, wholeheartedly cooperate with us 
at this time, but I believe that the establishment of these committees 
and their efficient operation is certainly increased by the fact that 
the law requires it and that we are in constant observation of their 
activities. 

Mr. Moorman. The CEA has no authority to define or limit the 
terms of the contract on which the trading is done on the commodity 
exchanges? 

Mr. BaGneuu. No, sir; we do not. The closest the law seems to 
touch on that at all is section V (a) of the law which relates to the 
designation of the board of trade as the contract market. 

That provides that the Secretary of Agriculture shall designate a 
board of the contract market, and, of course, it cannot function unless 
he does so: 

When the board is located at a terminal market where any cash commodity 
of the kind specified in the contracts of sale or commodities for future delivery 
to be executed on such board is sold in sufficient volumes and under such condi- 
tions as fairly to reflect the general value of the commodity and the differences 
in value between the various grades of such commodities. 

I would imagine that if we had a serious question about whether 
the rules of a board relating to its contracts were such that they did 
not result in the commodity being sold under such conditions as fairly 
to reflect the general value of the commodity, and the differences 
between different types of commodity, we would certainly want our 
lawyers to consider that in connection with whether that board was 
eligible for designation as a contract market. 

We have never had that problem because the markets that are 
under our jurisdiction generally have been in operation for quite a 
long time and had pretty well established deliverable standards that 
had worked out to the satisfaction of the trade and we have never 
been faced with that. 

Mr. ee es Assuming that the wheat market for wheat pro- 
duction, or the wheat market, say, for 2 or 3 years had shown large 
crops, produ tion had been far in excess of the demand, there was a 
surplus of it, and all of a sudden prices began to skyrocket. 

Assuming those facts, if those were correct, what could you do about 
it to stop those prices from spiralling? 

Mr. Baanetit. What we would do would be to investigate the 
trading that had taken place in the futures market during this period 
of unusual or erratic price movement. If we found evidence of manip- 
ulative activity of any sort in the way of a squeeze or a corner, or any 
other manipulative activity, we could and would bring action against 
the interest or persons involved, looking toward the denial of trading 
privileges on the markets. 

If the instance was sufficiently serious, we also would refer the 
matter to the Department of Justice with a recommendation of 
criminal prosecution. 
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Mr. Moorman, Let me read to you and get your opinion on another 
allegation of the FTC. This is from pages XLV and XLVI in its 
summary. 

Mr. BaGNe.u. May I interrupt for just a second, Mr. Moorman, 
on that? Mr. Mehl just pointed out to me that that limit of 2,500 
contracts is on the clearing members of the exchange rather than on 
any individual trader, The limits that we would apply to any com- 
modity would be on individual accounts. The point is that we would 
normally expect a clearing member to have a somewhat larger position 
than would be imposed on any individual account because his position 
would include perhaps a large number of customers. Do I make 
myself clear on that? 

Mr. Moorman. Yes, sir. From pages XLV and XLVI of the 
FTC summary and conclusions there is made this allegation: 

One of the provisions of the Commodity Exchange Act—this is under “Segre- 
gation of customers’ funds’’—designed for protection of customers is the require- 
ment that futures commission merchants segregate and separately account for 
margin funds deposited with them by customers. In rejecting a proposal made 
by an exchange member that this safeguard be adopted, the commission committee 
of the New York Coffee and Sugar Exchange reported to the exchange’s board 
of managers that ‘‘A rule of this kind would hardly be effective unless it were 
properly policed. There would appear to be no objection to such a rule, but as 
a practical matter we believe that this one rule, lifted by itself from CEA regula- 
tions, would not materially add to the proper handling of accounts by member 
firms.” 


Assuming that that allegation of the FTC is correct concerning 
segregation of the customers’ funds, commingling of customers’ funds, 
would you comment on such a practice of that commingling of 
customers’ funds by members of the New York Coffee and Sugai 
Exchange in the light of your experience in other commodity 
exchanges? 

Mr. BaGnetu. The statement that the rule would not be effective 
unless properly policed I am inclined to agree with. If a rule is 
passed and there is no attempt to police it, it would be better not to 
pass it in the first place. We have not found it too difficult to police 
that provision under our law. 

The effect of that provision of the law is that all money deposited 
by customers and any moneys accruing to them as a result of their 
trades must be kept separate from the money of the futures com- 
mission merchant himself. 

Mr. Moorman. Will you tell the committee why the CEA has a 
rule that provides that a futures commission merchant segregate and 
separate the account for margin funds for customers? 

Mr. BaGne.u. The most important part of that rule is to prevent 
the commission merchant using the customer’s fund for his own 
speculative activity. 

It might appear on the surface that the purpose is to protect the 
customer’s money so that it is there when he comes for it. There is 
another purpose. It is more important to prevent what was done. 
To my knowledge, in many instances prior to 1936, when a futures 
commission merchant would have tremendous sums of margin money 
deposited by customers, much more than he had put up with the 
clearinghouse, he used that money for his own speculative activities or 
to finance his own cash commodity business. 
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There was one rather spectacular failure that revolved around that 
sort of thing. The reason that the futures commission merchant may 
have a large sum of money that he may not have to put up in a clear- 
inghouse is that his customer may be pretty well balanced long and 
short. Each customer, however, has to put up a margin. But the 
firm’s position with the clearinghouse 1 is about even because his cus- 
tomer is pretty well long and short, as I said, so he has to put up a little 
or practically none of this money with the clearinghouse, and that was 
all in his hands formerly to do as he saw fit. 

There were occasions when that was used to finance the operations 
of favored customers on an extension of credit basis. That sort of 
thing resulted in what we thought were excessively large speculative 
positions financed with the money of others and certainly did not 
contribute to market stability. 

We believe that provision has been very valuable both in safeguard- 
ing the customer’s money and in reducing the price fluctuations caused 
by excessive speculation. 

Mr. Moorman. There are two reasons for that rule, I take it, then: 
To prevent the tendency of such a practice to cause excessively large 
speculation and also being a trust fund it is to protect the customers? 

Mr. BaGne.u. That is ‘right. 

Mr. Moorman. Suppose ‘CEA found a commodity exchange com- 
mingling funds as alleged by the FTC. What would you do about it? 

Mr. BaGnexu. Well, that provision relates to the futures commis- 
sion merchants themselves, that is, members of the exchange. We 
have had some violation of this law. We have prosecuted some cases 
and denied them trading privileges on the markets because of com- 
mingling of funds. 

As far as I can remember, since 1936, when this was enacted, this 
amendment to the old Grain Futures Act, we have only had one case 
in which the customers of a futures commission merchant lost any 
money because of the futures commission merchant’s mishandling of 
funds in violation of this provision of the law. 

We have had perhaps half a dozen cases where they did not properly 
segregate the money and in which we have had to take formal action, 
but it resulted in no loss to anybody. 

Mr. Moorman. Have you found any of those cases where they fol- 
lowed this practice on the commodity exchange which caused an exces- 
sive speculation? 

Mr. Baanetu. Not since 1936. There has been no use of the 
customers’ money on a volume that could have caused excessive 
speculation. 

Mr. Moorman. Was 1936 the last time you prosecuted? 

Mr. Baanewu. This provision of the law was enacted in 1936. 
During the life of this law there has never been an instance when 
customers’ money was used in a manner that involved excessive 
speculation. 

We have found very little problem in the enforcement of this thing. 
We have some 600 or 700 futures commission merchants registered 
under our law. They are given an examination. We try to get 
around to them once a year, with a small staff of accountants, and 
there hasn’t been a difficulty in enforcement at all. 
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Mr. Moorman. Another allegation contained on page XLVI, page 
31 of the first report, pertains to taking the other side of the customer’s 
order. The FTC allegation is as follows: 


The rules of the New York Coffee & Sugar Exchange permit a member to act 
as an agent and a principal in the same transaction pursuant to a general course 
of dealing between the broker and his customer. This practice is objectionable 
in that all brokers could demand that such general authority be given by the 
customers. Such an arrangement is specifically prohibited by the Commodity 
Exchange Act which requires that prior consent be obtained for each transaction 
in which the broker takes the other side of a customer’s order. 


The practice of acting as an agent and principal in the same transaction without 
prior consent of the customer is subject to abuses. It permits the setting up of 
accommodation trades having the appearances of genuine transactions. 

Assuming that the allegation of the FTC is correct, that in the 
operation of the floor of the exchange the brokers will take both sides 
of the customer’s order, will you comment on that, “without his 
consent’’? 

Mr. BaGne tu. Well, that “without his consent’ is the key to it. 
This says, ‘in the general course of business.’”’ We recognize under 
the Commodity Exchange Act that there may be circumstances 
under which it may be justified for a broker to become principal 
against his customer. But those are, we think, extremely rare when 
it is justified. We do permit it in cases where prior consent is obtained 
for that specific transaction. Even then the broker is supposed, of 
course, to make every effort to execute the order competitively in the 
ring, and only if he fails to do so, fails to find another buyer or seller is 
he supposed to take the other side of the customer’s trade. 

I think the reason is very obvious. A broker shouldn’t have an 
adverse interest to his customer, and if he is taking the other side of 
the trade he, of course, does have an adverse interest to his customer. 

Furthermore, the whole theory of these commodity markets is that 
they are open auctions where everything is offered and bid in a 
trading ring so that every other person present may take a shot at it 
if he wants to. 

The exchanges pride themselves on the fact that their trading ring 
is a point where all supply and demand factors are supposed to focus 
and result in the correct price. 

Mr. Moorman. Would you say that taking both sides of a cus- 
tomer’s order without prior consent would be an invitation to fraud? 

Mr. BAGNELL. Very definitely. 

Mr. Moorman. And it would tend to take out of competition a 
large volume of business, wouldn’t it? 

Mr. Baanety. Yes. Both of those are undesirable, and that is 
the reason it is prohibited by the Commodity Exchange Act. 

Mr. Moorman. In relation to ‘‘Passouts” on page XLVI, it is 
stated: 

Passouts oecur when a broker, having both Fought and sold a particular future 
on his own account on a given day at the same price, substitutes the buyer for 
himself with the seller, and the seller for hims: If with the buyer, thereby elimi- 
nating himself as a party to the contract. They are permitted on some exchanges 
regulated by the Commodity Exchange Authority, subject to regulation to pre- 
vent their misuse and provided they are reported to the Clearing Association. 

Would you comment on that practice? 

Mr. BaGNeELL. Passouts, as such, have no particular abusive 
feature provided they are properly recorded. I think I might illus- 
trate what a passout is. 
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Suppose broker A trading for his won account buys a certain 
quantity from broker B this morning, and later in the day, the 
broker is a scalper, he trades in and out during the day frequently, 
later in the day he sells to broker C the same quantity of the same 
commodity at the same price. 

Broker A sometimes just to avoid clerical work will get broker C 
and broker B together and say, “Put your names down on these 
ards and leave me out. Let me pass out of this picture.” It is 
all right to C and B. It is the same price, and they don’t care whom 
they traded with. So from that angle it doesn’t seem to be par- 
ticularly abusive. 

The trouble is that it breaks the true reeord——— 

Mr. Moorman. It breaks the link? 

Mr. BaGcneuu. It breaks the link of who actually traded with who. 
That can be used, and we have seen it used, to cover up instances 
where a broker is taking the other side of his customer’s trade. 

He can by this process disappear from the picture and cover up 
both crosstrading, intertrading, and abuses of that sort. So the 
exchanges under our jurisdiction that permit passouts, and several of 
them do, have regulations requiring that the record show that broker 
A was actually in there at one time so that we can trace the trans- 
action right through the exchange. Otherwise it would indicate that 
broker B had bought from broker C when actually their trade had 
been made 2 or 3 hours apart. You couldn’t get the time of the 
transaction. You couldn’t see whether it was a good execution or a 
fraudulent execution. So the emphasis on the criticism of passouts 
to me is purely one of the fact that they should be properly recorded, 
and according to this they are not. 

Mr. Moorman. Passouts, you say, break the link in the chain 
showing 2 persons trading when in reality only 1 person did? 

Mr. Baanetu. And they show 2 persons having traded with each 
other when those 2 persons did not trade with a third person. 

Mr. Moorman. There is nothing, you would say, inherently wrong 
with that but they should be recorded? 

Mr. Bagneu. That is correct. 

Mr. Moorman. Why? 

Mr. BaGnewu. So that we then can ascertain that it was not broker 
C and broker B trading with each other but broker A trading with 
broker B and broker A trading with broker C, so that if there was 
anything improper about broker A’s activities we would sometimes 
see him in this tracing of the transaction from buyer to seller. 

Mr. Moorman. Did you find any instances in ex-pit transactions 
or any other commodity exchanges where you have had to discipline 
members or call their attention to them? 

Mr. Baane.i. We have had to require some of the exchanges to 
establish a better system of reporting passouts. They have done so 
with no difficulty at all. We have not had any occasion to bring any 
formal action in connection with this at all. 

Mr. Moorman. Again, from the FTC report, another allegation, 
on page XLVII, “Ex-pit transactions”’: 

The rules of the New York Coffee and Sugar Exchange, like those of other 
exchanges, require in general that all trades recorded by the exchange and sub- 
mitted for clearance through the New York Coffee & Sugar Clearing Association 
shall be made at open outcry on the floor of the exchange. And exchange officials’ 
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attention was called to the existence of certain practices, such as pocketing of 
orders by floor brokers in secret trading not made by public outery. These 
practices are a form of bucketing (offsetting orders or becoming a buyer or seller 
with respect to an order for which a member is a broker) and are unlawful on 
regulated exchanges. A comparison of the exchange records with those of the 
clearinghouse revealed repeated discrepancies of such magnitudes between these 
two records that it can reasonably be concluded that nonpermissible ex-pit 
transactions were made and cleared. The records of the exchange do not dis- 
close that a thorough investigation of the allegations of the ex-pit transactions 
was ever made by the exchange. 

Assuming that the conclusion of the FTC is correct, how could 
that practice affect the public interest? 

Mr. BaGneti. We got into that a little bit on the discussion of 
taking the other side of the customer’s order. That is one type of 
ex-pit trading. 

Another, as indicated here, is when a broker may have orders from 
two different customers which are susceptible of execution against 
each other, one customer wants to buy what the other customer wants 
to sell. There have been instances of brokers putting those two 
customers together. I think perhaps that is what they refer to here 
as ‘‘pocketing.”’ That was a new expression to me. We are familiar 
with the word “bucketing.”” 1 don’t know whether there is too much 
difference between the two, whether vou use the “‘pocketing” or the 
‘“bucketing.”’ 

In any event, that type of trading all results in taking out of the 
trading ring, or withholding from the trading ring, a certain volume 
of business which, as | previously pointed out, is contrary to the 
whole theory of the futures trading under which all orders, with 
certain, well-defined exceptions, should be executed openly and com- 
petitivelvy. Those exceptions 

Mr. Moorman. By outery? 

Mr. BaGne.u. By public outcry in the ring, so that anyone present 
may accept or have a chance to accept these orders. There are a 
few exceptions that are permitted under the rules of some of the 
exchanges. For example, if a customer wants to move his account 
from one broker’s house to another. That has to go through the 
clearing machinery of the exchange and has the appearance of being 
a trade, one house selling to the other. Obviously, that does not need 
to be competitively executed. There is no change of ownership 
involved. 

There are also exceptions involving what is known in the trade as 
exchanging of futures for cash, where a house is buying the cash 
commodity and making an offsetting transaction in futures with 
another house. 

Our rules, and the rules, I think, of all the exchanges under our 
jurisdiction, provide that all trades must be competitively and openly 
executed except for these very rare exceptions that I noted. 

Mr. Moorman. If a commodity exchange were operating as alleged 
by the FTC, would the CEA do anything about it? 

“Mr. Baanewv. Yes, we have had occasion to bring action in con- 
nection with ex-pit transactions, wash trading, bucketing of orders. 
We haven’t had too many, and we are very glad of that, but we would 
certainly take action. 

Senator Bray. Do you feel that this supervision that the Com- 
modity Exchange exercises curtails or slows down any of these viola- 
tions that you are referring to? 
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Mr. BaGne.u. I am sure it discourages them, Mr. Chairman. I 
might just go into that a little bit, if I may. 

We sometimes go into an exchange and make a very minute exami- 
nation of all the trading that has taken place on that exchange for 1 
week, 10 days, tracing every transaction. We frequently find that 
there has been a little laxity in certain of the practices. Our habit 
there is to meet with responsible officials of the exchange and tell 
them what we have found. Without exception, the exchanges them- 
selves call the attention of their members to the nevessity for tighten- 
ing up, and they do tighten up. We find after 2 or 3 years maybe 
things slack off a little bit more and we do the same thing again. 

They certainly are influenced by that continuing, I think I would 
call it, cooperative surveillance that we try to practice. 

Mr. Moorman. Turning to, “Broker-customer relationship and 
breach of confidential relationships between principals and agents,”’ 
on page XLVII which is 47, the FTC makes this allegation: 

In the course of the Federal Trade Commission’s investigation, it was found that 
floor brokers who act in a legal capacity of agents for large accounts have for 
many years followed a practice of exchanging information concerning the detail 
of the orders executed in behalf of their various principals. 

A report of this information is made available daily to a small inner group. 
This infor nation enables traders to reconstruct the net open long and short 
positions of the various clearing members and thereby identifies in effect the 
principals for whom they trade. Disclosure of this information can influence the 
judgment of others or attract others into the market by revealing how important 
traders, for example, Brazilian principals who are assumed to be acting on the 
basis of advance information respecting the coffee situation, are placing their 
transactions. Those not receiving the information are placed in a disadvantageous 

,OSITLON. 
It can be assumed that market positions are taken in reliance in part on this 
information, causing price fluctuations not warranted by the best estimates of 
individual traders acting solely on their independent judgments as to supply and 
demand factors. 


Assuming that that allegation, the breach of confidential relation- 
ships by the New York Coffee & Sugar Exchange is uncorrected, 
would you comment on it in the light of CEA regulations? 

Mr. Bagne.u. In the light of CEA regulations I do not know 
what could be done about this sort of thing. I will say that on the 
exchanges that come under our jurisdiction, the type of information 
that is referred to here is pretty jealously guarded. 

Basically, in my observation of the exchanges, in my experience in 
this work, | think information of this sort should either be published 
for everybody to see or it should be kept confidential. The exchanges 
and their members generally keep it confidential. We obtain reports 
very day 

Mr. Moorman. You say they generally keep it confidential? 

Mr. Baenetu. By “generally,” I mean the general run of ex- 
changes. The uniform practice is to keep it confidential. 

Mr. Moorman. Under CEA—— 

Mr. Baanetu. Those of which I have knowledge. I don’t believe 
there is an exchange under our jurisdiction that would tolerate the 
more or less open accumulation of information of this sort and its 
dissemination to what is described here as a small inner group. 

There are, of course, on every exchange, people who try to guess 
what the large traders are doing. But 1 know of no exchange where 
there is such an interchange of information on a sort of semiofficially 
recognized basis—— 
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Mr. Moorman. Did you hear the testimony yesterday, Mr. Bag- 
nell? 

Mr. BAaGNeELL. Yes, sir. 

Mr. Moorman. Did you hear Mr. Frances testify concerning their 
daily compilation of orders to buy and sell coffee futures that he 
compiled daily? 

Mr. BaGne wu. I did. 

Mr. Moorman. Have you had an opportunity to look at that 
exhibit? 

Mr. Baanetu. No; I haven’t seen that exhibit, I do not believe. 
The one that you handed him yesterday? 

Mr. Moorman. Yes. 

Mr. BaGne tu. I don’t recall. 

Mr. Moorman. You heard his testimony? 

Mr. BaGne.u. Yes. 

Mr. Moorman. Would CEA tolerate such a practice on a com- 
modity exchange that was under the act? 

Mr. Bacne tu. | think the CEA would certainly discuss with the 
exchange officials any such practice that came to its attention. I do 
not know of any specific provision of the Commodity Exchange Act 
that would be violated by that sort of practice. 

Mr. Moorman. You mean, if a broker gave the names of the clear- 
ing members on a daily compilation from a close-knit organization 
they had, that they could certainly tell who their customers were, 
that if you knew that would you do anything about it? 

Mr. Baaneti. We would go the exchange and call their attention 
to it. I think that is about as far as we could go. 

I might say that we have in our possession every day the larger 
accounts. They must report to us. We treat that on as completely 
a confidential basis as humanly possible. 

Mr. Moorman. Where do you get that? 

Mr. Baane.u. From the reports filed by the traders. Every trader 
having over 200,000 bushels of grain or 5,000 bales of cotton must 
report to us, and the commission house through which he handles his 
account must report to us. 

Mr. Moorman. That is kept confidential? 

Mr. BaGnetu. Those reports are made to us under code. The 
name of the trader does not appear. The people who process the 
reports in our office do not know who the individuals are. 

Mr. Moorman. Those reports come from individual brokers? 

Mr. BaGnewu. Traders themselves, the larger traders, the users of 
the market and from the brokers who carry the accounts. Both must 
report. We have no suggestion of a leak. If we had, we would be 
very disconcerted. 

I am quite sure that the larger users of the market that are under 
our jurisdiction would protest pretty bitterly if their positions were 
disclosed in the manner that I observed here, for example, on page 
481 of this report. There are several letters stating what individual 
accounts have. There is going to be a certain amount of guessing 
like that. But on a systematic basis I think there would be pretty 
bitter resistance to it. 

Mr. Moorman. That practice would certainly be conducive to 
manipulation of the market, wouldn’t it? 








446 STUDY OF COFFEE PRICES 


Mr. BAaGNELL. Well, it could have this sort of effect, I think: If 
it were known for example, that some large account was heavily short 
and the guesses knew pretty well that he was not in a position to 
make delivery on his contracts that would mean that he was going to 
have to buy in his position before that future matured or expired. 

The persons who had that information would be very happy to 
go and help him buy it in by buying a little bit before he did and 
profiting by his subsequent covering operations. 

The same thing might apply on the other side of the market. If 
it were known that some person was heavily long, and it was guessed 
that he was going to stand for delivery, that would be a decidedly 
bullish factor and others would go in and buy because of the knowledge 
that this person was going to stay in the market. 

If it were known that he was going to liquidate instead, it would be 
a reverse operation. Any disclosure, I think, of larger accounts of 
the market would probably be used for trade of a type that would 
likely result in undue price fluctuations. 

As I said before, I do not up to this moment know what could be 
done directly about it except to call it to the attention of the exchanges. 
I think any members of the exchanges that we have who had knowl- 
edge of that would take care of that situation pretty rapidly. I don’t 
believe they would tolerate it. 

Mr. Moorman. You do not believe they would tolerate it? 

Mr. BaGne tu. No, I do not. 

Senator Brau. In the event that this committee decides to recom- 
mend to Congress that the Congress pass legislation regulating the 
coffee and sugar exchange and put it under the commodity exchange, 
would you be in a position to handle it? Are you equipped now to 
give the same supervision to that as you would to the other commodity 
exchanges? 

Mr. Baaneuyi. As Mr. Mehl indicated yesterday, Mr. Chairman, 
the Department favorably reported on legislation to br ng this com- 
modity within the Commodity Exchange Act. 

Senator Beaty. They did report that? 

Mr. Baanetui. They did favorably report on such legislation. I 
think we all recognize that this commodity would have some enforce- 
ment problems beyond those of the commodities which are now under 
that. 

Senator BEAaLu. So that would be pertinent to this particular com- 
modity? 

Mr. Baanetu. Yes. The large number of traders residing outside 
of this country would be one of the factors which would, for example, 
delay the time in which we would receive reports, or lengthen the time 
in which we would receive reports. 

There would be unquestionably complications beyond those that 
we now have in the case of wheat, corn, cotton, and the other com- 
modities. 

Senator Beatit. Thank you very much, Mr. Bagnell. That con- 
cludes our witnesses for today. Thank you for coming over. We 
appreciate your contribution. 

Mr. Baanety. Thank you, s 
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Senator Bratt. That concludes our hearings for the present. There 
may be some later where the committee may want to go into the 
matter and decide what recommendations we will make. 


Mr. Lobo, I just wondered if you had anything further that you 
wanted to say. 


TESTIMONY OF GUSTAVO LOBO, JR., PRESIDENT, NEW YORK 
COFFEE AND SUGAR EXCHANGE—Resumed 


Mr. Loso. No; thank you, Senator. F have said enough for the 
time being. 

Senator Beaty. Thank you again. 

(Whereupon, at 11:40 a. m., the hearings were recessed, subject to 
the call of the chairman.) 
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APPENDIX 





FEDERAL TRADE COMMISSION RESOLUTION 
INVESTIGATION OF THE COFFEE INDUSTRY 


Whereas the Commission has information to the effect that there have been 
substantial increases in the price of coffee during the past several months and 
information that there may be still further substantial increases in the price of 
coffee, and the Commission having received numerous complaints from members 
of the public; and 

Whereas the Commission has reason to believe that at certain times in the 
past various unfair methods of competition and monopolistic practices have been 
prevalent in this industry and that the recent substantial increase in the price of 
coffee may have resulted from unfair methods of competition and monopolistic 
practices; and 

Whereas it appearing that the public is entitled to a full disclosure of relevant 
facts and the application of such legal remedies applicable to such facts as may 
be developed by a full investigation of this industry; and 

Whereas it appears to the Commission that, for the reasons stated herein, and 
for the purposes set forth in section 6 of the Federal Trade Commission Act, an 
investigation of this industry by the Federal Trade Commission would be in the 
public interest; and 

Whereas section 9 and subsection (a) of section 6 of the Federal Trade Com- 
mission Act authorizes the Commission to investigate corporations engaged in 
commerce, as commerce is defined in the act, and subsection (b) of section 6 of 
the Federal Trade Commission Act authorizes the Commission to require such 
corporations to file special reports: Now, therefore, be it 

Resolved That the Commission, in the exercise of the powers vested in it by 
section 6 and of section 9 of the Federal Trade Commission Act, and with the 
aid of any and all powers conferred upon it by law and any and all compulsory 
processes available to it, do forthwith proceed to investigate, for the reasons and 
purposes herein stated, the organization, business, conduct, practices, and manage- 
ment of corporations engaged in commerce, as commerce is defined in the Federal 
Trade Commission Act, in the purchase, sale, contract for sale, or distribution of 
coffee and the relation of these corporations to each other and to other corpora- 
tions, and to individuals, associations, and partnerships. 

By direction of the Commission. 

AvLEex. AKERMAN, Jr., Secretary. 


Adopted by the Commission, January 26, 1954. 
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FTC Reports oN CorrkEE PRICE INVESTIGATION 


The Federal Trade Commission reported today that the coffee price spiral of 
—-*? “cannot be explained in terms of the competitive laws of supply and 
demand.” 

In a comprehensive report transmitted to the Congress, the Commission 
declared that while the July 1953 frost in Brazil “had no significant effect upon the 
1953-54 crop,” it did “reduce the prospective Brazilian crop for 1954-55” but 
even so, the world crop will be “slightly larger’ than in 1953-54. It found 
‘no actual current shortage in the volume of coffee moving to market which 
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would fully explain the price increase,’ and ‘“‘no basis for finding that present 
prices of coffee are justified by either present or prospective conditions of demand 
and supply.” 

“Moderate increases in coffee prices were an inevitable response to the reports 
of severe frost damage in Brazil,’’ the Commission said, ‘‘but the upward spiral 
which began in early December appears to represent market reactions which are 
inconsistent with freely competitive markets where all traders are fully and 
accurately informed with respect to supply and demand.” 

The Commission attributed the spectacular rise in green coffee prices between 
December 1953 and April 1954, together with the corresponding increase in average 
retail roasted coffee prices, to a variety of factors, including ‘‘market imperfections 
and restraints and trading irregularities.” 

The specific causes for the price spiral and the continuing high price are listed 
in the report as follows: (1) Inadequate crop reporting; (2) speculation on the 
New York Coffee & Sugar Exchange by private Brazilian interests who entered 
the market and bought heavily just before the public announcement of the 
Brazilian Government’s increased coffee loan rate from 1,200 to 1,500 cruzeiros 
per bag; (3) American speculation and abnormal buying for inventory by United 
States importers and large United States roasters; (4) the announced increase in 
Brazil’s minimum export price from 53 cents to 87 cents per pound effective 
July 1, 1954; (5) the “restrictive contract’’ used in futures trading on the exchange 
which limits trading to only about 10 percent of the annual United States coffee 
consumption and which in turn creates an ‘“‘unduly maneuverable”? market; and 
(6) trading irregularities on the exchange. 

Some of these conditions might be corrected by FTC or “judicial” action, the 
report says. It adds, however, that the remedies are ‘“‘principally legislative,” 
and recommends congressional action. 

Hope for lower coffee prices in the future was seen by the Commission if the 
law of supply and demand is permitted to operate. It said: 

“With production increasing and consumption decreasing at present coffee-price 
levels, prospects are for lower coffee prices in the future barring excessive crop 
damage and provided supply and demand are permitted freely to run their course.” 

A “basic cause” of the 1953-54 price increase, according to the Commission, 
was the “‘inadequacy of present crop-reporting systems in coffee-growing coun- 
tries.’’ This condition, it stated, ‘“‘permitted other forces to operate on price.” 

The Commission listed these other factors as follows: 

(1) Activities on the New York Coffee and Sugar Exchange, including oper- 
ations of private “Brazilian speculative interests,” which ‘‘produced an upward 
price spiral.”’ 

(2) “Unseasonable inventory accumulations’ by United States importers and 
roasters. 

(3) “Imperfections in the domestic-coffee market,’ with the “concentrated 
state of the coffee-roasting industry’’ placing “‘considerable power in the hands of 
a few large roasters to influence price.”’ 

(4) The “restrictive contract used in futures trading on the New York Coffee 
and Sugar Exchange,’ with the result that ‘“‘the coffee futures market is unusually 
‘thin’ and restricted, and hence unduly maneuverable and subject to wider price 
swings under abnormal speculative and commercial trading than are consistent 
with the actual conditions of supply and demand.” 

(5) Amplification of the “sudden and unreasonable price fluctuations intrinsic 
in a ‘thin’ market’ by the failure of the exchange “‘to institute proper safeguards 
followed by regulated exchanges and to prevent trading abuses and irregularities.” 

In addition, the report refers to the Brazilian Government decree of December 2, 
1953, advancing the loan rate on coffee from 1,200 cruzeiros per bag to 1,500 
cruzeiros per bag. It states: 

“This event, in a market which was already nervously reflecting higher prices 
as a result of downward estimates in the 1954-55 crop, together with the heavy 
trading in futures by Brazilian nationals on the New Mork Coffee Exchange and 
the accumulation of green-coffee inventories in the United States, appears to have 
precipitated the upward spiral of coffee prices which began in December.”’ 

The report also points out that the downward price adjustment noted in the 
spring of 1954 “was brought te an end when the Brazilian Government announced 
its new minimum export price of $0.87 per pound.’’ The report adds: “The price 
of green coffee in the spot and futures market has remained in the neighborhood 
of Brazil’s minimum export price since that date,” 

This minimum export price, according to the report “undoubtedly will tend, if 
world prices weaken, to hold the price of coffee above the level dictated by world 
production and consumption.” 





STUDY OF COFFEE PRICES 451 


On the question of what remedial action the Commission should take, or recom- 
mend that the Congress take, the report says “it appears that such remedies, if 
they are to be comprehensive, are principally legislative.’?’ This view is based on 
“the nature of the specific interferences with the free interplay of supply and 
demand” developed in the report. 

Accordingly, the Commission recommended that the Congress enact legislation 
designed to remedy the following ‘‘market imperfections”: 

““(1) The narrowness of the futures contract. 

(2) The inadequacies of basic marketing information. 

(3) The trading irregularities, consisting of unpoliced pass-outs, ex-pit trans- 
actions, and breaches of broker-customer confidential (fiduciary) relationships.” 

The Commission also recommended “that Congress appraise the adequacy of 
present margin requirements against the facts developed in this report.’ 

‘In view of the complexities of the coffee market,’ the report urges that Con- 
gress take action to provide the recommended remedies “only after appropriate 
committee hearings at which representatives of the coffee trade, the New York 
Coffee and Sugar Exchange, and the Commodity Exchange Authority, be heard.’ 

In its discussion of possible corrective measures, the Commission pointed out 
that coffee supplies and the price at which these supplies move to market are 
affected by factors which ‘‘patently lie beyond the judicial and legislative powers of 
the United States Government.’’ It stated that while legislative or other action 
to remove ceitain “market restraints, imperfections, and irregularities’’ cited in 
the report ‘‘would probably prevent in the future such excessive coffee price move- 
ments as the price spiral of 1953-54, such action will not make the coffee market 
freely competitive.” 

“The supplies of coffee, and the price at which these supplies move to market, 
are affected by minimum export prices, domestic price supports (similar to those 
in effect in the United States), exchange regulations, and other policy measures 
of the coffee-growing countries. These patently lie beyond the judicial and legis- 
lative powers of the United States Government.” 

Concerning contracts, the Commission said ‘‘there appears to be no unanimity 
of opinion, or even an overwhelming majority opinion, in the coffee trade that 
any particular contract yet devised will incorporate the factors necessary for the 
desired broadening of the basis of trade. Coffee, because of its taste and ot'er 
attributes, is a heterogeneous commodity. Hence, while the contract can easily 
be broadened, much study will be required before it can be broadened enough to 
create a broad competitive futures market.’’ The report adds: 

‘Nevertheless, the adoption of a satisfactory contract should be made manda- 
tory. The contract must be made attractive to the entire trade, and if conflicts 
exist the needs of those who use the exchange for hedging should be preferred 
over those who use it for speculative dealings. Hedging offers a better prospect 
for creating a broad market than does speculation. If the contract is to be 
adapted to the needs of the coffee trade, it must be a universal contract; it prob- 
ably should provide for commercial differences between grades and growths and 
allow for deliveries at New Orleans and San Francisco as well as at New York.’ 

The report emphasizes that ‘‘The fundamental problem of inadequate and 
sometimes misleading market information cannot * * * be easily or unilaterally 
solved.’’ Since coffee is produced outside the political jurisdiction of the United 
States, the report points out that “an adequate (or improved) crop reporting 
system requires cooperation by the coffee-producing countries.” 

The report recommends, “as a first step,’’ that ‘““Congress provide for increases 
in the staffs of United States agricultural reporting officers stationed at embassies 
in the principal coffee-producing countries.”’ 

The Commission said that certain of the irregularities and restraints it found 
“can perhaps be remedied through Federal Trade Commission or judicial action 
as well as by legislation.’”’? It said it “is now considering the question as to 
whether action can be taken, under present statutes, to correct certain of these 
irregularities—for example, use of restrictive contracts by agreement, and 
breaches of broker-customer fiduciary relationships.”’ 

But because ‘‘such remedies would be piecemeal and partial in nature and would 
not strike at all the basic causes of the price spiral, it is recommended also that 
Congress give concurrent consideration to these trading irregularities in its com- 
prehensive study of the entire problem.” 

The Commission’s investigation was designed to determine the reason for the 
increase in green coffee prices from $0.58 to $0.9644 which occurred between 
December 1953 and April 1954, and the corresponding increase in average retail 
roasted coffee prices from $0.91 to $1.18, with popular brands increasing to $1.32. 
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The report discusses the effect of the July 1953 frost in Brazil which has been 
advanced as a basic reason for the price increase. 

“‘While frost damage may reduce the 1954-55 Parana (Brazil) coffee crop by 
3.5 million bags as reported.” it says, “this damage was as—perhaps more— 
important psychologically than materially.” 

In finding that the frost had no signifidant effect upon the 1953-54 crop but 
did reduce the prospective Brazilian crop for 1954-55, the Commission stated: 

“Tt would, therefore, be normal to expect higher prices during the closing months 
of the 1953-54 crop year, to meet the anticipated deficiency in the 1954-55 crop, 
However, the price rise was far in excess of what might be expected under the 
competitive laws of supply and demand—greater than was necessary to accomplish 
the carryover.” 

The Commission said that an examination of price behavior and crop forecasts 
“reveals the unrealistic behavior of all factors in the coffee trade.’’ In support 
of this comment, the report sets forth the following facts: 

“Brazil appears to have produced a little over 19 million bags of coffee in 
1953-54. Giving full weight to the announced curtailment of production in 
Parana where the frost damage was most severe, it appears that Brazil’s coffee 
crop in 1954-55 will amount to 18 million bags, or a reduction of less than eight 
percent. 

“World coffee production in 1953-54 appears to have been between 41.5 aad 
41.9 million bags; if there were no increase in production elsewhere, the predicted 
decline in Brazilian output would amount to less than 4 percent of world produc- 
tion. 

“Yet during the year ending July 1, 1954, the spot price of green coffee in 
New York advanced 57 percent, and on the New York Coffee and Sugar Exchange 
the price of the September future advanced 61 percent. 

“What is known with respect to the nature of the demand for coffee in the 
immediate past would indicate that a price increase of less than 15 percent would 
have accomplished any reduction in consumer purchasing necessary to equate 
demand with supply. If due allowance is made for a higher sensitivity of price 
because stocks were lower at this time than in previous years, the expected price 
ine*»ase could scarcely have exceeded 20 to 25 percent. 

Furthermore, estimated increases in coffee production in other areas of 
Brazil, other Western Hemisphere countries, and elsewhere will more than offset 
the estimated reduction in output in Parana. 

“Hence, the world supply outlook, barring future frosts and droughts, is for 
about 42 million bags for the crop year 1954—-55—a slightly larger crop than in 
1953-—54—and for continuing larger crops thereafter.” 

The Commission declared that the 1953-54 price spiral cannot be explained, 
either, ‘‘in terms of increased world demand.”’ It said that for the past several 
years per capita consumption in the United States has declined in the face of 
rising prices. Up to now, this decline has been offset by increased consumption 
in Western Europe. 

Now that per capita consumption in Europe has just about regained its pre- 
World War II level, the report says it is unlikely that henceforth it can increase 
sufficiently to offset the reduction in United States consumption that will result 
from current high prices. On the contrary, it adds, nearly all Western European 
countries except Western Germany anticipate reductions in consumption following 
recent price increases. 

It is on the basis of increasing production and decreasing consumption that 
the Commission foresees lower coffee prices in the future. It made clear, however, 
that this prediction is contingent on supply and demand being ‘‘permitted freely 
to run their course.” 

In its discussion of the inadequacy of present crop reporting systems in coffee- 
growing countries, the Commission stated that in the absence of a reliable reporting 
system “producing countries historically have tended to estimate their annual 
crops with a conservative bias, which explains why they have generally tended 
to overstate the severity of crop damages.’’ It reported that members of the 
coffee trade in consuming countri-s ‘‘appear in the past intuitively to have 
adjusted themselves to discounting these biases in crop reports.” 

Accordingly, it says, when reports from Brazil indicated severe frost damage to 
coffee trees in Parana in July 1953, it brought “‘searcely any reaction from the 
coffee trade in consuming countries.” 

But when it became evident in December 1953 that some, prehaps all, of the 
reported July frost damage was real, ‘‘members of the coffee trade in consuming 
countries apparently expected the worst and, going to the other extreme, acted as 
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though world coffee supplies would be less in 1954-55 than in 1953-54 by 3.5 
million bags, the predicted loss in Parana due to the July frost.”” The absence of 
reliable data on the world coffee crop was a basic factor in this unrealistic behavior, 
according to the report. 

Simultaneously, the report says, activity on the New York Coffee and Sugar 
Exchange ‘‘produced an upward price spiral that appeared to confirm the trade’s 
worst expectations.” The report described these developments as follows: 

“On December 1, 1953, a smail group of Brazilian speculators entered the futures 
market, and by December 2, the day on which the Brazilian Government decreed 
that coffee farmers would be financed at a loan rate of Cr$1,500 rather than Cr$1,- 
200 per bag, they had taken over a substantial percentage of the total long posi- 
tion. The price of December futures on that date was $0.5840 per pound. 

“Immediately the price of green coffee futures began an upward spiral, and was 
followed closely behind by green coffee spot prices. 

“Private Brazilian speculative interests, which comprised this initial group and 
two succeeding small groups, held substantial long positions in the coffee futures 
market until January 13, 1954, by which time the price of near futures had risen 
to $0.725 per pound, In the meantime unusually large long positions were taken 
by United States speculative interests. 

“Throughout most of December coffee futurcs prices were slightly above spot 
prices. The price spiral continued with only momentary interruptions until 
April 2, at which time the price of July futures stood at $0.9635 per pound. 
Thereafter, as expectations with respect to the 1954-55 crop were adjusted in the 
light of increased crop forecasts, spot and futures prices declined until by May 
6 the price of July futures had fallen to $0.8340 per pound. 

“This downward adjustment was brought to an end when the Brazilian Govern- 
ment announced its new minimum export price of $0.87 per pound. The price 
of green coffee in the spot and futures market has remained in the neighborhood 
of Brazil’s minimum export price since that date.” 

In the face of rising coffee prices, United States importers and roasters com- 
menced accumulating coffee stocks by early December, the report states. It 
adds: 

‘‘These unseasonable inventory accumulations created in the immediate market 
the shortage that the trade expected in the light of December reports of the frost 
damage, and were reflected in unseasonably high monthly imports into the United 
States from December until March 1954.” 

It was during this period of rising coffee prices that “imperfections in the 
domestic coffee market also became apparent,’’ the report states. It continues: 

“The concentrated state of the coffee-roasting industry places considerable 
power in the hands of a few large roasters to influence price. 

“Indeed, the changes in the overall pattern of industry activity appear, during 
the period studied, to be assignable almost wholly to the activities of the five 
large coffee roasters.” 

The report identifies the five largest roasters as A. and P., General Foods, Hills 
Bros., Standard Brands, and Folger & Co. of Kansas City. 

According to the report, ‘‘The increased buying and inventory accumulation 
of these and other firms, especially the Nestle Co., contributed to and helped 
sustain the spiral in the spot prices of green coffee. 

‘“‘Accumulations of coffee purchase contracts and inventories by the large roasters 
after July 1953 were on such a scale, and were accomplished with such rapidity, 
as to have been a significant factor in translating the expectations of shorter 
supplies and higher prices into an immediate market shortage in 1953-54. 

‘In particular, the increased purchases by General Foods were of startling 
proportions.” 

The report explains that in a less concentrated industry, “there presumably 
would have been a less extreme reaction to the news of the impending shortage.” 

“At least,” it says, “the smaller factors in the coffee industry would not have 
possessed sufficient working capital to have bought on a comparable scale, and 
this stimulus to rising prices would have been absent.” 

The report states that one of the possible consequences of the 9-month coffee- 
price spiral ‘‘may be an even more concentrated domestic coffee industry.” It 
says that ‘‘most roasters found their costs mounting faster than they were able 
to advance prices and remain competitive with producers of the large-selling 
national brands.” 

The restrictive contract used in futures trading on the exchange is described 
by the Commission as “next in importance to inadequate crop reports, and the 
attendant expectations they generate, among the basic causes of the 1953-54 
coffee price spiral.” 
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It explains that the “Santos 4 (new) contract,’’ as a practical matter, ‘(permits 
delivery of only those coffees shipped from the port of Santos to the port of New 
York.” This amounts, the report says, to about 10 percent of the coffee consumed 
annually in the United States. 

Since the exchange has provided no effective means whereby other coffees can 
be readily substituted for Santos coffee, the report says the contract is not a useful 
hedging device for the coffee trade. For example, during the months of December 
1953 and January and February 1954, when trading on the exchange was unusually 
heavy, only 615 individual accounts traded in coffee futures; and only 121 of these 
accounts represented domestic coffee-trade interests. 

With the coffee-futures market thus unusually “thin’’ and restricted, the report 
says it is “‘unduly maneuverable and subject to wider price swings under abnormal 
speculative and commercial trading than are consistent with the actual conditions 
of supply and demand.”’ 

In its findings concerning the New York Coffee and Sugar Exchange, the Com- 
mission said: 

“Sudden and unreasonable price fluctuations intrinsic in a ‘thin’ market are 
amplified by the failure of the * * * exchange to institute proper safeguards 
followed by regulated exchanges and to prevent trading abuses and irregularities. 

“Unlike regulated exchanges, no limit is placed on speculative trading so as to 
restrict the manipulative capacity of speculative accounts. Moreover, the ex- 
change control committee mechanism is inadequate in that it fails to provide 
adequate safeguards for the prevention of manipulation of prices and the cornering 
of a commodity.” 

Declaring that the exchange “has failed adequately to police its members and 
enforce established trading rules and procedures,” the report cites these examples: 

“Condoning the practice among floor brokers of exchanging information of a 
confidential nature, and thereby violating a confidential relationship to the detri- 
ment of the agent’s principal and other traders to whom the information is not 
made available. 

“Permitting expit transactions, i. e., trading off the ring without benefit of public 
outery, which is a form of bucketing and considered an illegal practice on regulated 
exchanges. 

‘‘Condoning ‘pass-outs’ when not permitted by the rules and failing to take 
disciplinary action against a member for misusing ‘pass-outs..’ 

‘‘Permitting a member to take the other side of an order, i. ¢., to act as an agent 
and principal in the same transaction, without prior consent in each transaction 
of the party for whom he acts as agent.” 

The report states that the exchange’s rule concerning margin requirements is 
“loosely drawn in that speculators can be classified under the rules as ‘members 
of the trade’ and hence post lower margins.’’ It adds: 

“Although margin requirements compare favorably with those of regulated 
exchanges in terms of percentage, the facts developed raise serious questions as to 
adequacy of margin requirements in view of the sudden and unreasonable price 
fluctuations which are inherent in a ‘thin’ market.’’ 

The Commission said that it had assigned its ‘‘full resources” to the investiga- 
tion of coffee prices pursuant to its resolution of January 26, 1954. It reported 
that for 4 months a team of attorneys, attorney-investigators, economists, statis- 
ticians, and accountants devoted full time to the coffee investigation. In addi- 
tion, the Bureau of the Census assisted in preliminary machine tabulations, and 
other divisions of the Commission also provided assistance and overtime work. 

“Indispensable assistance and consultation’? have been furnished throughout 
the investigation by the State Department, and by the Department of Agricul- 
ture, especially by members of the Commodity Exchange Authority and the 
Foreign Agriculture Service. 
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LETTERS OF TRANSMITTAL 


FepERAL TRADE COMMISSION, 
July 30, 1954, 
The PRESIDENT OF THE SENATE, 
Washington, D.C. 
The SPEAKER OF THE House or REPRESENTATIVES, 
Washington, D. C. 
Sir: I have the honor to transmit herewith the economic report of the Federal 
Trade Commission entitled ‘‘Investigation of Coffee Prices.” 
\ limited number of copies of the-report is being printed by the Federal Trade 
(Commission 
By directio 1 of the (Commission. 
Sincerely yours, 
Epwarp F. Howrey, Chairman. 


SUMMARY 


In summary, the results of the Federal Trade Commission’s investigation of 
the coffee price spiral of 1953-54 can be stated as follows: 

1. The increase in green coffee prices, as reported by the Bureau of Labor 
Statistics, from $0.58 to $0.96% which occurred between December 1953 and 
April 1954, and the corresponding increase in average retail roasted coffee prices 
from $0.91 to $1.18 (popular brands increased to $1.32) cannot be explained in 
terms of the competitive laws of supply and demand. 

It now appears evident that while frost damage may reduce the 1954-55 Parand 
coffee crop by 3.5 million bags as reported, this damage was as—perhaps more 
important psychologically than materially. The frost had no significant effect 
upon the 1953-54 crop; it did reduce the prospective Brazilian crop for 1954—55 
It would, therefore, be normal to expect higher prices during the closing months 
of the 1953-54 crop-vear to meet the anticipated deficiency in the 1954—55 crop. 
However, the price rise was far in excess of what might be expected under the 
competitive laws of supply and demand—greater than was necessary to accom- 
plish the carryover. 

An examination of price behavior and crop forecasts reveals the unrealistic 
behavior of all factors in the coffee trade. Brazil appears to have produced a 
little over 19 million bags of coffee in 1953-54. Giving full weight to the announced 
curtailment of production in Parand where the frost damage was most severe, it 
appears that Brazil’s coffee crop in 1954-55 will amount to 18 million bags, or a 
reduction of less than 8 percent. World coffee production in 1953-54 appears to 
have been between 41.5 and 41.9 million bags; if there were no increase in produc- 
tion elsewhere, the predicted decline in Brazilian output would amount to less 
than 4 percent of world production. Yet during the year ending July 1, 1954, 
the spot price of green coffee in New York advanced 57 percent, and on the New 
York Coffee and Sugar Exchange the price of the September future advanced 
61 percent. What is known with respect to the nature of the demand for coffee 
in the immediate past would indicate that a price increase of less than 15 percent 
would have accomplished any reduction in consumer purchasing necessary to 
equate demand with supply. If due allowance is made for a higher sensitivity 
of price because stocks were lower at this time than in previous years, the expected 
price increase could scarcely have exceeded 20 to 25 percent. Furthermore, 
estimated increases in coffee production in other areas of Brazil, other Western 
Hemisphere countries, and elsewhere will more than offset the estimated reduction 
in output in Parana. Hence, the world supply outlook, barring future frosts and 
droughts, is for about 42 million bags for the crop-year 1954—-55—a slightly larger 
crop than in 1953-—54—and for continuing larger crops thereafter. 
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Nor can the 1953-54 price spiral be explained in terms of increased world de- 
mand. Over the past several years per capita consumption in the United States 
has declined in the face of rising prices. Until now this decline has been offset 
by increased consumption in Western Europe. However, now that per capita 
consumption in Europe has just about regained its pre-World War IT level, it is 
unlikely that henceforth it can increase sufficiently to offset the reduction in 
United States consumption that will result from the current high prices. On the 
contrary, nearly all Western European countries except Western Germany an- 
ticipate reductions in consumption following recent price increases. 

With production increasing and consumption decreasing at present coffee price 
levels, prospects are for lower coffee prices in the future barring execssive crop 
damage and provided supply and demand are permitted freely to run their course 

But if the current level of coffee prices cannot be explained altogether in terms 
of competitive supply and demand, to what additional factors may it be attrib- 
uted? 

2. The inadequacy of present crop reporting systems in coffee-growing coun- 
tries was a basic cause of the spectacular price increase, and this condition prr- 
mitted other forces to operate on price Coffee is produced in relatively under- 
developed countries and is consumed principally in the economically more 
advanced countries—cspecially the United States. Crop reporting in the coffee- 
producing countri°s, as would be expected has not progr:ssed nearly so far as it 
has in the more commercially developed countries. In the absence of a reliabl 
reporting system, producing countries historically have tended to estimate their 
annual crops with a conservative bias, which explains why they have generally 
tended to overstate the severity of crop damages. The members of the coffee 
trade in consuming countries appear in the past intuitively to have adjusted 
themselves to discounting these biases in crop reports. Accordingly, when re- 
ports from Brazil indicated severe frost damage to coffee trees in Paranda in July 
1952, it elicited searecly any reaction from the coffee trade in consuming countri¢s. 
However, by December it became evident that some, perhaps all, of the reported 
July frost damage was real. Since no reliable data on the world coffee crop was 
available, members of the coffee trade in consuming countries apparently ex- 
pect d the worst and, going to the other extreme, acted as though world coffee 
supplies would be less in 1954-55 than in 1953-54 by 3.5 million bags, the pre- 
dicted loss in Parand due to the July frost. 

3. Simultaneously, activity on the New York Coffee and Sugar Exchange 
produced an upward price spiral that appeared to confirm the trace’s worst 
expectations. On December 1, 1953, a small group of Brazilian speculators 
entered the futures market, and by December 2, the day on which the Brazilian 
Government Cecreed that coffee farmers would be financed at a loan rate of 
CR$1,500 rather than CR$1,200 per bag, they had taken over a substantial 
percentage of the total long position. The price of December futures on that 
date was $0.5840 per pound. Immediately the price of green-coffee futures 
began an upward spiral, and was followed closely behind by green-coffee spot 
prices. Private Brazilian speculative interests, which comprised this initial group 
and two succeeding small groups, held substantial long positions in the coffee 
futures market until January 13, 1954, by which time the price of near futures had 
risen to $0.725 per pound. In the meantime unusually large long positions were 
taken by United States speculative interests. 

Throughout most of December coffee futures prices were slightly above spot 
prices. The price spiral continued with only momentary interruptions until 
April 2, at which time the price of July futures stood at $0.9635 per pound. 
Thereafter, as expectations with respect to the 1954—55 crop were adjusted in the 
light of increased crop forecasts, spot and futures prices declined until by May 6 
the price of July futures had fallen to $0.8340 per pound. This. downward 
adjustment was brought to an end when the Brazilian Government announced 
its new minimum export price of $0.87 per pound. The price of green coffee in 
the spot and futures market has remained in the neighborhood of Brazil’s mini- 
mum export price since that date. 

1. In the face of rising coffee prices, United States importers and roasters 
commenced accumulating coffee stocks by early December. These unseasonable 
inventory accumulations created in the immediate market the shortage that the 
trade expected in the light of December reports of the frost damage, and were 
reflected in unseasonably high monthly imports into the United States from 
Derember until March 1954. 

5. Imperfections in the domestic coffee market also became apparent during 
the period of rising coffee prices. The concentrated state of the coffee-roasting 
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industry places considerable power in the hands of a few large roasters to influence 
price. Indeed, the changes in the overall pattern of industry activity appear, 
during the period studied, to be assignable almost wholly to the activities of the 
five large coffee roasters. In a less concentrated industry, there presumably 
would have been a less extreme reaction to the news of the impending shortage. 
At least the smaller factors in the coffee industry would not have possessed suffi- 
cient working capital to have bought on a comparable scale, and this stimulus to 
rising prices would have been absent. One of the possible consequences of the 
9-month coffee price spiral may be an even more concentrated domestic coffee in- 
dustry; most roasters found their costs mounting faster than they were able to 
advance prices and remain competitive with producers of the large-selling national 
brands. 

6. Next in importance to inadequate crop reports, and the attendant expecta- 
tions they generate, the restrictive contract used in futures trading on the New 
York Coffee and Sugar Exchange was among the basic causes of the 1953-54 
coffee price spiral. The Santos 4 (new) contract for practical purposes permits 
delivery of only those coffees shipped from the port of Santos to the port of New 
York. This amounts to about 10 percent of the coffee consumed annually in 
the United States. Since the exchange has provided no effective means whereby 
other coffees can be readily substituted for Santos coffee, the contract is not a 
useful hedging device for the coffee trade. For example, during the months of 
December 1953, and January and February, 1954, when trading on the exchange 
was unusually heavy, only 615 individual accounts traded in coffee futures; and 
only 121 of these accounts represented domestic coffee trade interests. Accord- 
ingly, the coffee futures market is unusually ‘‘thin’” and restricted, and hence 
unduly maneuverable and subject to wider price swings under abnormal specula- 
tive and commercial trading than are consistent with the actual conditions of 
supply and demand. 

7. Sudden and unreasonable price fluctuations intrinsic in a “thin’’ market 
are amplified by the failure of the New York Coffee and Sugar Exchange to 
institute proper safeguards followed by regulated exchanges and to prevent 
trading abuses and irregularities. Unlike regulated exchanges, no limit is placed 
on speculative trading so as to restrict the manipulative capacity of speculative 
accounts. Moreover, the exchanges control committee mechanism is inadequate 
in that it fails to provide adequate safeguards for the prevention of manipulation 
of prices and the cornering of a commodity. 

Furthermore, the New York Coffee and Sugar Exchange has failed adequately 
to police its members and enforce established trading rules and procedures, as 
evidenced by (1) condoning the practice among floor brokers of exchanging infor- 
mation of a confidential nature, and thereby violating a confidential relationship 
to the detriment of the agent’s principal] and other traders to whom the informa- 
tion is not made available; (2) permitting ex-pit transactions, i. e., trading off the 
ring without benefit of public outcry, which is a form of bucketing and considered 
an illegal practice on regulated exchanges; (3) condoning pass outs when not 
permitted by the rules and failing to take disciplinary action against a member 
for misusing passouts; and (4) permitting a member to take the other side of an 
order, i. e., to act as an agent and principal in the same transaction, without prior 
consent in each transaction of the party for whom he acts as agent. 

The exchange’s rule concerning margin requirements is loosely drawn in that 
speculators can be classified under the rules as ‘‘members of the trade”’ and hence 
post lower margins. Although margin requirements compare favorably with 
those of regulated exchanges in terms of percentage, the facts developed raise 
serious questions as to adequacy of margin requirements in view of the sudden 
and unreasonable price fluctuations which are inherent in a thin market. 


RECOMMENDATIONS 


The question thus arises as to what remedial action the Federal Trade Com- 
mission should take, or recommend that the Congress take, in order to remove 
the market imperfections and restraints and trading irregularities uncovered in 
the course of its investigation. In view of the nature of the specific interferences 
with the free interplay of supply and demand developed in this report, it appears 
that such remedies, if they are to be comprehensive, are principally legislative. 
Accordingly, the Commission recommends that the Congress enact legislation 
designed to remedy the following market imperfections: 

(1) The narrowness of the futures contract. 

(2) The inadequacies of basic marketing information. 
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(3) The trading irregularities, consisting of unpoliced passouts, ex-pit trans- 
actions, and breaches of broker-customer confidential (fiduciary) relationships. 

It is further recommended that Congress appraise the adequacy of present 
margin requirements against the facts developed in this report. 

In view of the complexities of the coffee market, however, it is recommended 
that Congress take action in providing these remedies only after appropriate 
committee hearings at which representatives of the coffee trade, the New York 
Coffee and Sugar Exchange, and the Commodity Exchange Authority, be heard. 
On the matter of contracts, there appears to be no unanimity of opinion, or even 
an overwhelming majority opinion, in the coffee trade that any particular contract 
vet devised will incorporate the features necessary for the desired broadening 
of the basis of trade. Coffee, because of its taste and other attributes, is a hetero- 
geneous commodity. Hence, while the contract can easily be broadened, much 
study will be required before it can be broadened enough to create a broad com- 
petitive futures market. 

Nevertheless, the adoption of a satisfactory contract should be made mandatory. 
The contract must be made attractive to the entire trade, and if conflicts exist 
the needs of those who use the exchange for hedging should be preferred over 
those who use it for speculative dealings. Hedging offers a better prospect for 
creating a broad market than does speculation. If the contract is to be adapted 
to the needs of the coffee trade, it must be a universal contract; it probably should 
provide for commercial differences between grades and growths and allow for 
deliveries at New Orleans and San Francisco as well as at New York. 

Moreover, since coffee is produced outside the political jurisdiction of the 
United States, an adequate (o1 improved) c1op reporting system requires cooper- 
ation by the coffee producing countries. The fundamental problem of inadequate 
and sometimes misleading market information cannot therefore be easily or 
unilaterally solved. As a first step, it is recommended that the Congress provide 
for increases in the staffs of United States agrictiltural reporting officers stationed 
at Embassies in the principal coffee-producing countries. 

Certain of the irregularities and restraints can perhaps be remedied through 
Federal Trade Commission or judicial action as well as by legislation. The 
Commission is now considering the question as to whether action can be taken, 
inder present statutes, to correct certain of these irregularities—for example, 
use of restrictive contracts by agreement, and breaches of broker-customer 
fiduciary relationships However, in view of the fact that such remedies would 
be piecemeal and partial in nature and would not strike at all the basic causes of 
the price spiral, it is recommended also that Congress give concurrent considera- 
tion to these trading irregularities in its comprehensive study of the entire 
problem 

In conelusion, it should be pointed out that while removal of the above-cited 
market restraints, imperfections, and irregularities would probably prevent in 
the future such excessive coffee price movements as the price spiral of 1953-54, 
such action will not make the coffee market freely competitive. The supplies of 
coffee, and the price at which these supplies move to market, are affected by 
minimum export prices, domestic price supports (similar to those in effect in the 
United States), exchange regulations, and other policy measures of the coffee- 
erowing countries However, these patently lie beyond the judicial and legis- 
lative powers of the United States Government 








CONCLUSIONS 
I, SCOPE OF INVESTIGATION 


The rise in the price of coffee following the news of the July 1, 1953, cold wave 
and frost in Brazil set in motion a developing crisis in the coffee trade, domestic 
and international. The Bureau of Labor Statistics, which had recorded average 
retail prices in the vicinity of 91 cents a pound for the closing months of 1953, 
reported 94.5 cents a pound in January, 99.4 cents in February, and by May the 
price had reached $1.18. ear 

This increase in coffee prices received widespread attention in the press, where 
forecasts of $1 coffee in January were soon followed by predictions of $1.15 and 
$1.25 a pound for coffee. In Washington, $1 coffee became a reality on January 
11, when the A. & P. stores announced prices of $1.02 for Maxwell House, Chase & 
Sanborn and Wilkins coffees, to be followed by Safeway and Giant stores on 
January 13 and by Food Fair on January 15. By May the price of most of these 
brands had increased to $1.32. 


| 





STUDY OF COFFEE PRICES 459 


Coffee prices quickly became of concern to the coffee trade, to consumers, and 
even to the Congress and other branches of the Government. Certain com- 
mittees of the Congress announced hearings in an attempt to satisfy the public 
demand for a critical scrutiny of the facts and factors re sponsible for the rapid rise 
in coffee prices. The Federal Trade Commission received many complaints, as 
did other Government agencies. These complaints were accompanied by allega- 
tions of artificial restrictions on coffee supplies, of manipulations on the New 
York Coffee and Sugar Exchange influencing green coffee prices, and of artificial 
and deliberate inflation of coffee prices from the green bean to the roasted product, 

In response to these complaints the Federal Trade Commission adopted the 
following resolution on January 26, 1954, directing that a comprehensive investi- 
gation be undertaken with respect to the coffee industry: 

Whereas the Commission has information to the effect that there have been 
substantial increases in the price of coffee during the past several months and 
information that there may be still further substantial increases in the price of 
coffee, and the Commission having received numerous complaints from members 
of the public; and 

Whereas the Commission has reason to believe that at certain times in the past 

various unfair methods of competition and monopolistic practices have been 
prevalent in this industry and that the recent substantial increase in the price of 
coffee may have resulted from unfair methods of competition and monopolistic 
practices; and 

Whereas it appearing that the public is entitled to a full disclosure of relevant 
facts and the application of such legal remedies applicable to such facts as may be 
developed by a full investigation of this industry; and 

Whereas it appears to the Commission that, for the reasons stated herein, and 
for the purposes set forth in section 6 of the Federal Trade Commission Act, an 
investigation of this industry by the Federal Trade Commission would be in the 
public interest; and 

Whereas section 9 and subsection (a) of section 6 of the Federal Trade Commis- 
sion Act authorizes the Commission to investigate corporations engaged in com- 
merce, as commerce is defined in the act, and subsection (b) of section 6 of the 
l’ederal Trade Commission Act authorizes the Commission to require such corpora- 
tions to ~y special reports: Now, therefore, be if 

Resolved, That the Commission, in the exercise of the powers vested in it by 
section 6 and of section 9 of the Federal Trade Commission Act, and with the aid 
of any and all powers conferred upon it by law and any and all compulsory proc- 
esses available to it, do forthwith proceed to investigate, for the reasons and pur- 
poses herein stated, the organization, business, conduct, practices, and manage- 
ment of corporations engaged in commerce, as commerce is defined in the Federal 
Trade Commission Act, in the purchase, sale, contract for sale, or distribution of 
coffee and the relation of these corporations to each other and to other corpora- 
tions, and to individuals, associations, and partnerships. 

The full resources of the Federal Trade Commission were immediately assigned 
to the investigation. For 4 months a team of attorneys, attorney-investigators 
economists, statisticians, and accountants devoted full time to investigating the 
several sectors of the coffee trade. The Bureau of the Census assisted in pre- 
liminary machine tabulations. Additional assistance and overtime work nas been 
supplied from various divisions of tne Commission. Tnorougnout the investiga- 
tion, indispensable assistance and consultation nave been furnisned by tne State 
Department, whose Embassies gathered much essential information from foreign 
sources, and by the Department of Agriculture, especially by members of the 
Commodity Exchange Authority and the Foreign Agriculture Service. 

The investigation has been conducted by interviews, by an examination of the 
records of the New York Coffee and Sugar Exchange, Inc., the New York Coffee 
and Sugar Clearing Association, Ine., and their members, and other organizations 
identified with the coffee industry, and by special reports required of roasters and 
coffee importer-jobbers and merchants. The questionnaires addressed to the 
coffee industry were drafted only after consultation witn members of the coffee 
trade. Despite these precautions and preparations, the inadequacy of the records 
maintained by the coffee trade and the rule-of-thumb practices which appear to 
guide many of their operations militated against completely comprehensive and 
comparable returns. In consequence, the statistical picture which the report has 
developed is incomplete, supplying re ‘liable answers to some questions and per- 
mitting only tentative conclusions to others. 

In the authorization of the coffee investigation, the Federal Trade Commission's 
staff was charged with two responsibilities: To explain as precisely as possible the 
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underlying factors behind the coffee price spiral which commenced in the closing 
weeks of 1953, and to identify and report on whatever improper practices the 
investigation might develop The specific findings of the staff in regard to both 
of these responsi >ilities are set forth in detail in the body of this report. The 
conclusions are summarized here 

The investigation was planned to answer certain fundamental questions relating 
to the coffee trade and the recent rise in prices. This posed some exceedingly 
difficult problems in estimation. It became evident at an early stage in the 
investigation that there was no actual current shortage in the volume of coffee 
moving to market which would fully explain the price increase. The 1953-54 
crop-year supply of coffee is now estimated at a little in excess of the 1952-53 
crop-year supply, which in turn was the largest crop since that of 1948-49. More- 
over, according to the United States Department of Commerce figures, coffee 
imports into the United States during the last quarter of 1953 and January and 
February 1954, the months in which the greater part of the price spiral occurred, 
were unseasonally high. Finally, after replies to the Federal Trade Commission’s 
questionnaires were tabulated, it was discovered that stocks of green coffee in the 
hands of importer-jobbers and roasters were also at unseasonally high levels. 
Clearly, then, to the extent that the price spiral was due to supply and demand 
factors at all, it must have been due to anticipated future supply and demand 
conditions. Hence, no small part of the Federal Trade Commission’s investiga- 
tion has comprised a study of the supply of coffee to determine the quantities 
available from all producing areas for the current year, 1954-55, the year when 
the frost-damaged crop will come to market, and for the years immediately 
following. Changes in reserve supplies, production, exports, and exportable 


surpluses have been examined insofar as data are available. An attempt has 
been made to assess the reliability of such information and the adequacy of 
statistics of the trade. An examination of the potential supply situation has 


required a consideration of various institutional factors in the producing countries 
which affect exports, including such matters as the regulation of exports, the 
establishment of port quotas, the fixing of minimum prices, the availability of 
Government-sponsored credit to growers and traders, and the very complex 
currency-exchange regulations which many of the producing countries have 
adopted. 

The examination of demand has sought to appraise changes in the demand for 
coffee in the United States and in other consuming countries, and to judge the 
probable response of consumer buying to changes in the price of the product. 

The critical questions raised in this report have been concerned with identifying 
and understanding the underlying market factors behind the spiraling prices of 
coffee An attempt has been made to determine whether price changes of the 
magnitudes experienced have been necessery to equate supply with demand or 
whether they have been more than was required to compensate for any prospective 
shortage 

The domestic coffee trade has been examined in order to weigh in part how the 
several factors in the trade importers, iobbers brokers, rogsters, wholesalers 
and retailers—performed their respective functions. The acjustments which 
they have severally made to an expected shorter supply, especially with respect 
to accumulation of inventories and pricing policies, have been examined. The 
effects of the rise in prices upon the different factors in the trade, with a sampling 
of their costs and profits during this period, have been considered. 

Moreover. since the New York Coffee & Sugar Exchange has been the subject 
of recurrent criticism whenever coffee prices have risen pre*ipitously, considerable 
attention has been devoted to the organization and management of the exchange. 
However, before any judgments as to these matters could be expressed, it was 
necessary to weigh critically the principles which govern freely competitive 
futures markets in order to provide a varestick by which to measure wherein the 
coffee exchange conforms or fails to conform to the standards of competitive mar- 
kets. The activities of various exchange committees, the adequacy of its con- 
tracts, and the manner in which tracing is conducted have all been scrutinized. 
The extent to which the exchange has been used by members of the coffee trade 
for hedging and for other purposes has been ascertained (nd finally, a detailed 
studv of 3 months of tracing on the exchange, from December 1, 1953, to February 
28, 1954, was undertaken on the basis of data obtained by subpena from brokers 
and clearing members on the exchange, including, for a more limited period, all 
trades by customers of these brokers 
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Il, COFFEE PRICES AND SUPPLY AND DEMAND 


Coffee, perhaps more than any other important world crop, is without an ade- 
quate and reliable system of crop estimates and production reports by the leading 
producing countries. For other important commodities reliable reports often are 
lacking for some important producing countries, but, for coffee, the reports of 
most of the principal producing areas are of uncertain reliability. This is in part 
a result of the way in which coffee culture is carried on; much of the world supply 
originates on small, single-family farms remote from cities and uncertain with 
respect to their production. However, even in such important coffee-producing 
countries as Brazil and Colombia, crop estimates are not prepared on the system- 
atic and scientific basis to which traders in other commodities are accustomed. 
Hence, both Government and trade interests must act on the basis of imperfect 
information. A comparison of forecasts with actual production for Brazil and 
Colombia reveals that both the official forecasts of the producing countries as 
well as those of the American Embassies have been subject to significant wide 
margins of error and have generally underestimated the actual production. For 
example, for the 5 crop vears ending with 1952-53, the original estimates of total 
registrations to ports in Brazil by the Brazilian National Coffee Department were 
lower than actual total registrations by substantial margins in 4 of the 5 years; 
the Embassy’s estimates were lower by less substantial margins in 3 years. Also 
the forecasts of the Federation of Coffee Producers of Colombia tend generally 
to be lower than production. 

The conditions of supply confronting the world in 1954 have been shaped in 
part by the depression of the 1930’s and restrictions on world trade during the 
Second World War. The disastrous collapse in coffee prices during the 1930's 
was followed by systems of control of supply and by agricultural practices which 
the coffee economies of Brazil and Colombia still reflect. Plantations were aban- 
doned, new plantings were restricted, interest in developing better varieties lagged, 
and coffee production moved to low levels as heavy surpluses hung over the market. 
The hardships of the economic depression and World War II restrictions fell 
principally on Brazil, which produced over half of the world’s coffee supply in the 
early 1930’s and 48.7 percent for the 5-year period, 1939-44. The last of the 
accumulated abnormal surpluses reportedly disappeared from the market in 1949, 
but the effects of nearly 20 years of coffee surpluses still influence the market 
policies of buyers and sellers. 

The postwar years saw a gradual return to normal conditions in the coffee- 
producing countries, and in Brazil important new plantings were undertaken and 
new areas were opened for the first time to coffee culture. Meanwhile coffee 
production had developed on an important scale in other Latin American countries 
as well as in Africa. For the 5-year period 1909-14, Brazil accounted for 68.7 
percent of the world production; for the 5-year period 1939-44, its share of world 
production was 48.7 percent; and for the year 1953-54, it had dropped to 46.7 
percent. Consequently, although Brazil is still the most important coffee-pro- 
ducing country, changes in its production must be weighed against other factors 
affecting the world supply. 

An examination of the prospective production for the 1954-55 crop leads to the 
conclusion that the world supply in 1954-55 will be approximately the same as in 
1953-54. Recent crop-estimate figures developed for Brazil indicate that, after 
allowance for the loss of 3.5 million bags in Parana due to the reported frost dam- 
age, Brazilian production will probably amount to 18 million bags in 1954-55, as 
compared with about 19 million bags for 1953-54. This expected reduction of 
approximately | million bags in Brazilian production is much less than was origin- 
ally anticipated because prospective increases in coffee production in the rest of 
Brazil will substantially offset the decrease in Parana. Moreover, despite the 
decrease in Brazil, it is estimated that world production will amount to 42.1 million 
bags for the crop year 1954-55, in comparison with about 41.5 to 41.9 million bags 
for 1953-54. The moderate increase is expected to come principally from Western 
Hemisphere countries other than Brazil and Colombia, an increase in production 
from 7.9 to 9.2 million bags being forecast for those countries. This gain is in part 
the result of the rising trend of production in those countries and in part the result 
of the fact that in several, notably Mexico and Guatemala, 1954-55 is the “up”’ 
year in what appears to be a rather normal biennial production cycle. A slight 
increase for Colombian production from 6.9 to 7.1 million bags is expected and 
a somewhat smaller increase for Africa from 5.4 to 5.5 million bags is predicted 
The net result is that the probable reduction of 1.5 million bags for Brazil will be 
counterbalanced by a probable increase of 1.3 million bags from other Latin 
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American countries alone, with some additional increase from Africa and other 














producing area 
The opinion is widespread that the supply of coffee, principally that part 
ming out of Brazil, is subject to restrictions arising from various institutional 
factors Numerous regulations surrour the conduct of the coffee trade in Brazil 
Coffee, as Brazil’s most important export crop, has been subject to exchange 
controls intended to bolter tl collar-cruzeiro exchange rate Brazil has long 
followed a practice of limiting port stocks and regulating the flow of coffee from 
terior to the ports of embarkation In 1951 definite monthly quotas for 
movement to ports and for export from ports to partic r consuming areas and, 
somew hat later juotas for movement trom growing areas to ports, were imposed 
The qu regulations respecting exports were enforced by restrictions against 
further shipments when particular ports had filled their monthly quotas 
The Brazilian Government hes also followed a policy of sponsoring loans for 
ie coffee trade On December 2, 1953, Brazil advanced the loan rate on coffer 
from 1,200 cruzeiros per bag to 1,500 cruzeiros per bag. This event, in a market 
which was already nervously reflecting higher prices 9s a result of downward 
estimates in the 1954-55 crop, together with heavy trading in futures by Brazilian 


ationals on the New York Coffee Exchange and the accumulation of green-coffee 
inventories in the United States, appears to have precipitated the upward spiral of 
coffee prices which began in December 

There has been an inflationary trend in Brazil in recent years, which leacs thos 


ho posses commodities, incluci coffee planters, to prefer to hold the ts 









in the form of an appreciating commodity rather than in the form of Cepreciating 
t coffee hes been withheld by Brazil. 
Brazilian export figures show that coffee has been leaving that country at a rate 
roughly comparable to that of earlier vears Brazilian exports for the crop vear 
1952-53 were 15,403,000 bags compared with 16,460,000 begs for 1951-52 
however, the 10-month perio !ending April 30. 1954, showed « xports of 13 749,000 


compared with 13,394,000 bags for the 10 months ending April 30, 1943. 
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Similarly, coffee arrivals in the United States have been maintained at a high level; 
total arrivals for 1952-53 were 20,394,000 bags compared with 19,891,000 bags 
for the previous year; and arrivals for the 10 months ending April 30, 1954, were 
16,905,000 bags compared with 16,568,000 bags for the 10 months ending April 30, 
1953, and*16,012,000 bags for the 10 months ending April 30, 1952 

Under Brazilian exchange regulations, coffee exporters have been required to 
convert dollar exchange derived from the sale of coffee into cruzeiros at a price 
below the free market rate of exchange for the dollar. The purpose of this and 
similar regulations has been to tax for the Government a part of the proceeds from 
the « xport of coffee to support the Government’s efforts to foster other exports 
and to meet in port requiren ents in other sectors of the economy. The existence 
of these exchange regulations, allegedly discriminating against coffee exporters 
and producers, has been said to be responsible in part for the current shortage of 
coffee. However, it is doubtful that exchange controls have been significant in 
curtailing coffee supplies, although possibly the continuance of a lower rate of 
exchange for coffee than for other export commodities over a long period of time 
and under different cost regulations might tend to divert capital from coffee pro- 
duction In the short run, exchange regulations can hég only a limited effect 
upon current supplies of coffee because of the large requirements of fixed capital 
in coffee production: the trees, once planted, produce for 40 years; the out-of- 
pocket costs of producing coffee are limited largely to labor expenses. Of course, 
these exchange regulations provide an incentive for coffee traders to attempt to 
bargain with their Government to improve their profit opportunities through 
hanges in exchange regulations, and in August and October of 1953, there may 
lave been a temporary incentive for exporters to hold their coffee until the new 
and more favorable rates should become effective. However, it is believed that 
the exchange regulations are more significant in explaining such practices as those 
looking to obtaining free dollar credits by coffee traders by registering coffee for 
export at prices lower than those at which it was actually sold, and to speculation 
on the New York Coffee and Sugar Exchange. The first of these practices results 
in what is known as the “underdraw,” in which the American buyer pays the 
Brazilian exporter the price registered in Brazil and deposits the balance of an 
actually higher selling price in New York to the credit of the Brazilian exporter. 
Profits from speculation in futures on the exchange likewise remain in New York, 
where these dollar balances are also available for conversion to cruzeiros at the 
higher free exchange rates. 

As a part of its control over foreign exchange, Brazil has established minimum 
prices at. which coffee for export must be registered and the receipts converted into 
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cruzeiros. So long as the Government loan price was materially less than the 
export registration price, and the latter was determined daily on the basis of spot 
prices in Brazil, there is little evidence that these prices influenced materially the 
prices of coffee in world markets. However, the recently established price of 87 
cents per pound for Santos 4s effective July 1, 1954, an increase of 34 cents over 
the previous support price of 3 cents, and 19 cents above the loan price of 68 cents 
made effective in June 1954, undoubtedly will tend. if world prices weaken, to hold 
the price of coffee above the level dictated by world production and consumption. 
Indeed, there is evidence that it has already had this effect on June 1954 coffee 
prices. The difficulties which now confront Prazil in trying to maintain this price 
have already caused comment in the coffee trade (the New York Times, July 11, 
1954, p. 15). 

Colombia has also adopted exchange regulations which are intended to function 
as an anti-inflation measure, but the economic effects of these regulations have 
not been examined in detail. 

It is concluded, therefore, that the best available supply statistics do not 
support coffee trade assertions that recent price spirals are solely attributable 
to frost damage in Brazil. Indeed it is believed that the unreliability of crop 
estimates and Brazilian policies toward crop loan and currency exchange rates 
and minimum export prices may have contributed as much to the upward spiral 
of coffee prices, and to the present level of prices, as the actual frost damage to 
the 1954-55 Brazilian coffee crop. Furthermore, it now seems certain that the 
decreased supplies from Brazil in 1954-55 will be compensated for by increased 
supplies from other Western Hemisphere countries and Africa. 

An attempt has been made to assess the demand for, as well as the supply of, 
coffee. No basis is found for anticipating any important increase either in the 
per capita consumption or in the aggregate consumption of coffee in the next 
2 years. 

An examination of the nature of the demand for coffee indicates that, despite 
its important place in the American diet and its significant price inelasticities, 
radical increases in price such as have been experienced since December must 
be expected to curtail appreciably the consumption of coffee. Inasmuch as the 
price has moved to a new plateau since December and as no historical precedents 
are available, it is not possible to reach a documented conclusion as to the extent 
to which demand may be curtailed by recent price increases. But if previous 
experience is a reliable guide to consume1 response in the United States, it must 
be anticipated that a curtailment of the quantity of coffee demanded on the 
order of 10 to 15 percent would not be an unreasonable consumer response to 
the present level of prices. 

A survey of informed opinion in important European coffee-consuming countries 
indicates that reductions in coffee imports into many courtries on the order of 
5 to 10 percent are anticipated in the wake of the recent rise in world coffee 
prices, but these reductions will be substantially offset by a prospective increase 
of imports into Western Germany following a 1eduction in taxes applicable to 
coffee. Hence, on balance, demand for coffee at present high prices is expected 
to fall noticeably short of supply at those prices. 

The evidence at hand supplies no basis for finding that present prices of coffee 
are justified by either present or prospective conditions of demand and supply. 
Moderate increases in coffee prices were an inevitable response to the reports of 
severe frost damage in Brazil, but the upward spiral which began in early Decem- 
ber appears to represent market reactions which are inconsistent with freely 
competitive markets where all traders are fully and acucrately informed with 
respect to supply and demand. 

If the present level of coffee prices does not accurately reflect. competitive mar- 
ket conditions, two questions must be asked: What factors have been responsible 
for pushing the price of coffee to unprecedented heights? Why have not correc- 
tive influences appeared earlier? 

On the whole the coffee trade reacted tardily to the news of the July frost, 
although some American interests increased their long positions as early as July 
and August. After this short flurry which temporarily advanced green coffee 
about 5 cents per pound, prices dropped back about 2 cents, to 58 cents per pound, 
and continued at that level until about December 1, 1953. Beginning in Decem- 
ber, however, the trade behaved as though Brazilian coffee were the world supply 
of coffee, and as though the precipitous rise in coffee futures prices on the New 
York Coffee and Sugar Exchange accurately reflected the future course of all 
coffee prices. Continued crop reports indicating heavy damage to the Brazilian 
crop favored such behavior. The violence with which the trade undertook to 
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adjust to the anticipated shortage in the 1954-55 crop—the 1953-54 crop was as 
large as those of preceding vears—created the immediate market shortage which 
the trade anticipated. Further evidence that the exchange prices behaved as if 
Brazilian coffee were the world supply is to be noted in the fact that spot prices 
i 
t 


or Brazilian coffee followed the futures price and exceeded the prices for Colom- 
bian and other growths which normally sell at premiums over Brazilian coffees. 
The increased market activities of importers, roasters, and speculators, includ- 


ing perhaps retailers and consumers, were met by no immediate market correc- 
tives bringing expectations back into line with realities. Prices on the New 
York Coffee and Sugar Exchange not only paralleled the rising prices for actual 
coffee; they at times actually led the spot market, and by the rapidity of their rise 
exaggerated the expectations of continued high prices. This market behavior 
continued throughout the winter with the result that the Julv 1954 futures reached 
a peak of over 96 cents per pound at the Ist of April, and thereafter fell to about 
8445 cents in the latter part of April. 

Underlying the failure of market correctives to make their appearance earlier 
were continued reports of crop damage and shortage of Brazilian coffee, and 
considerable uncertainty respecting statistics of supply for other growths. When 
market correctives did finally appear in April, their normal operation was offset 
by the Brazili Government’s announcement early in May that the minimum 
export price for Brazilian coffee, effective July 1, 1954, would ee to 





87 cents per poul d The effect of this announcement in a market still behaving 
as if Brazilian coffee were the world supply was temporarily to peg the prices of 
coffees of all growths at about that level 


lil. COFFEE PRICES AND THE DOMESTIC COFFE! rRADE 


The Commission's investigation of the coffee trade in the United States 
incovered a number of factors that bear upon the 1953-54 coffee-price spiral 
However, while it is possible to identify those factors that contribute to the price 
increases, it is impossible in most instances to measure their causative effects in 
quan ititative terms 

There was a more than seasonal upsurge in trading and inventory accumulation 
n the domestic coffee trade in late 1953 and early 1954. Coffee importer-jobbers 
increased their month-end inventories in December 1953 over January of the 
same year by about 37 percent, compared with an increase of 4.4 percent between 
January and December of 1952. With the exception of several large integrated 
firms, importers responded slowly to the green coffee price increases of July and 
\ugust of 1953, and did not begin to build up stocks until November. Although 
frost damage re — were received early in July, and although prices had advanced 
significantly in July and August, importers delayed purchases until they received 
further reports regarding the frost. In October prices actually slumped by about 
half of the July-August increase. Essentially during the second half of 1953 
there was a test of bargaining strength between the importers and the exporters. 

When it became apparent that some of the reported frost damage was real and 
that exporters would not reduce prices, the importers (including some large 
roaster-importers) began buying heavily. Some increases in buying and inventory 
accumulation by importe rs occurred prior to the upswing in green-coffee prices 
in December 1953, and their eae s and inve aioe s continued at high levels 
through December 1953 and January 1954, during which time the spiral of green- 
coffee prices gaine d momentum. However, the Federal Trade Commission's 
investigation discovered that a portion of the inventory accumulation was in 
anticipation of a threatening New York dock strike and that a still larger portion 
was in response to an accumulation of unfilled orders for green coffee. 

in summary, the month-end inventories of green coffee of 31 importer-jobbers 
aled 73.3 million pounds in January 1952 and increased only slightly to 76.5 
million in December of that year. However, in 1953 the total inventories of 
these same companies increased from 71.3 million pounds in January 1953, to 
97.5 million pounds in December, or approximately 26.2 million pounds. Also, 
the green coffee inventories of these 31 importer-jobbers increased from 52. 5 
million pounds in October 1953 to 75.6 million in November, an increase of 23 
million pounds. By contrast, from October to November 1952, total inventories 
of these same jobber-importers declined 2.5 million pounds. Their buying in 
1953, therefore, apparently contributed significantly to the price rise of December 
1953 and January 1954. However, in view of the large accumulation of unfilled 
orders for green coffee, the increase of inventories cannot be regarded as being 
entirely speculative in character. The financial results of operations based on 
inventory accumulations during this period are not reflected in the 1953 financial 
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statements of importers, which indicate that their margins and profits in 1953 were 
not significantly different from prior years studied. 

The activity of coffee roasters in late 1953 and early 1954 paralleled substantially 
that of the importer-jobbers. Inve “sure of green coffee in the hands of the 78 
roasters were larger at the end of January and February 1954 tl aun such stocks 
had been at the close of the corresponding months in 1952 and 1953. Stocks of 
green coffee held by these roaste rs declined from about 222.8 million pounds at 
the end of January 1952 to about 214.5 million pounds at the year’s close. This 
represented a decrease of nearly 4 percent. In 1943, however, green coffee was 
held by these roasters in larger amounts at the end of the year than at the begin- 
ning. Stocks amounted to about 215.8 million pounds at the end of January 
1953 and were up to approximately 245.3 million pounds at the close of 1953 
That is, inventories of green coffee were about 14 percent larger at the end of the 
year than at the end of January. As in the case of importers, the business opera- 
tions based on these inventories was not reflected in the 1953 operating state- 
ments of roasters, whose rates of return on investment were the lowest shown in 
any of the years 1949 to 1953, inclusive. 

In late 1953 and the first 2 months of 1954, the large roasters greatly expanded 
their purchases of green coffee, most of which went into inve ntorie s. The five 
largest roasters—A. & P. General Foods, Hills Bros., Standard Brands, and 
Folger & Co., of Kansas City—generally held about three-fourths of the green 
coffee inventories of the 78 roasters whose inventory records were studied. The 
increased buying and inventory accumulation of these and other firms, especially 
the Nestle Co. contributed to and helped sustain the spiral in the spot prices of 
green coffee. Accumulations of coffee purchase contracts and inventories by the 
large roasters after July 1953 were on such a scale, and were accomplished with 
such rapidity, as to have been a significant factor in translating the expectations 
of shorter supplies and higher prices into an immediate market shortage in 1953-54. 
In particulai, the increased purchases by General Foods were of startling pro- 
portions. From July to September, General Foods increased its holdings of 
green-coflee purchase coniracts from 23 million pounds to 71 million pounds; 
at that time its inventory of green coffee amounted to 54 million pounds and its 
net long position to 157 million pounds. Thereafter, its net long position declined 
somewhat, but as of the end of February 1954, its green coffee inventory of 66 
million pounds, plus its coffee purchase contracts of 57 million pounds, repre- 
sented holdings of approximately a 4-month supply of coffee for General Foods. 

The combined buildup of inventories and purchase contracts by the five leading 
coffee roasters followed a similar pattern. The month-end net market position of 
the five leading coffee roasters may be defined as the total of their inventory of 
green coffee less undelivered sales contracts, green-coffee purchase contracts, 
roasted-coffee inventory less undelivered sales contracts, and their net long posi- 
tion! in New York Coffee and Sugar Exchange futures contracts. Over the past 
several years the total monthly position of the 5 leading coffee roasters has tended 
to run from about 2%4 to 4 times the size of their total monthly sales (sales of green, 
roasted and iastant coffee and undelivered sales contracts), which indicates that 
about an 11 to 16 weeks’ supply of coffee has generally been maintained. A buildup 
in this total position occurred from April 1952 until March 1953, when the OPS 
controls ended. This situation was followed by a slump in the total position, 
Which may have been seasonal in part since it also appears in approximately the 
same months of 1952, and it may have been in part an after effect of a buildup 
anticipating the end of OPS controls. After July 1953, the net position of the five 
leading roasters increased significantly and by December had reached the level of 
nearly 380 million pounds, compared with a little over 310 million pounds for the 
comparable month of the previous vear. 

The green-coffee inventories of the five largest roasters were relatively stable 
through the period. The fluctuations in total position were due principally to 

variations in the total volume of undelivered purchase contracts. Undelivered 
purchases were relatively low in the spring and early summer (or fall and early 
winter in Brazil) in both 1952 and 1953, indicating that this form of purchase 
may play an important part in making seasonal adjustments in green-coffee 
holding. This is also borne out by the fact that roasted inventories and coffee 
futures usually comprise a comparatively insignificant part of the large roasters’ 
total position. 

Although sales and production of roasted coffee increased during August, 
September, and October, 1953, the output of roasted coffee was above sales and 





| A trader is “‘net long” on an exchange when he has purchased more futures contracts than he has sold, 
his “net long position” being the difference between his purchases and sales. 
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the result was an inventory accumulation. While a buildup of green-coffee in- 
ventories and purchases of contracts for forward delivery may be expected 
following the beginning of each new crop year, any pronounced increase in roasted- 
coffee inventory appears to be unusual However, this inventory was worked 
off rapidly from November through January 1954, as sales increased. The 
greatest reduction in roasted inventory took place in January 1954, when prices 
and sales made sharp advances. Roasted-coffee sales appear to have increased 
eacl se in roasted-coffee prices: but during the 
month following a rapid increase in prices and sales, there were precipitous declines 

sales Phis pattern of market behavior occurred in March-April 1953, July 
1953, and in January and February 1954 ; 

From the evidence available it appears that the larger roasters change their 
roasted-coffee prices as changes occur in the price of green coffee. That is, 
changes in roasted-coffee prices are r isive to changes in the replacement 
cost of green coffee rather than in chan s in the cost of green coffee currently 
entering roasting operations. To the extent that roasters buy green coffee by 
purchasing contracts calling for delivery of coffee at some future date, prospective 
cost rather than the current costs of roasted coffee appear to establish the level of 
roasted-coffee prices The smaller roasters, on the other hand, apparently 
purchase their green coffee in the spot market and find their costs determined by 
spot prices; however, their prices generally follow closely those of the national 
brands of the larger roasters. Under these circumstances, replacement-cost 
pricing of roasted coffee by the leading roasters on a rising market quickly trans- 
lates price changes in the spot and futures green-coffee markets into corre sponding 
price changes for roasted coffee. This explains why the green-coffee price in- 
creases of December 1953, and the first quarter of 1954 were so quickly reflected 
in the price of roasted coffee. 

Roasted coffee is sold by roasters to wholesalers, restaurants, and retailers, 
The limited data available to the Commission on wholesalers reveal that they 
do not play a significant role in the domestic coffee trade. In many instances 
coffee moves directly from roaster to the retailer, by passing the wholesaler. The 
coffee wholesaler usually is not a specialist, but a general grocery wholesaler, and 
on coffee sales his margin is small, limited in most cases to 1 or 2 percent above 
cost. It was the view of the wholesalers interviewed that during 1953 and the 
first quarter of 1954 wholesalers had not ordered coffee in anticipation of price 
rises and had not accumulated larger than normal inventories. 

The Commission made no study of coffee sales to the restaurant trade, but 
information from secondary sources indicates that the cost of coffee in a 5-ounce 
cup of brewed coffee is estimated to be only $0.02 per cup with coffee costing $1 
a pound, and only $0.028 with coffee costing $1.40 a pound. Hence the recent 
coffee price spiral added less than $0.01 to the cost of a cup of coffee. Yet, 
restaurants generally raised prices from $0.05 up to $0.10 per cup, and a consider- 
able number increased prices from $0.10 up to $0.15, $0.20, or even $0.25 a cup. 

The retailer of roasted coffee is the last intermediary between the trade and the 
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final user. The evidence with respect to retailers indicates that changes in retail 
coffee prices lag behind wholesale price increases but apparently respond im- 
mediately to wholesale price decreases. It was the opinion of most retailers inter- 
viewed that the large chain stores, such as A. & P., Kroger, and Safeway, are 
the leaders in making price changes at the retail level, and the statistical evidence 
available tends to support this opinion. Retailers appeared to realize a gross 


markup on coffee ranging from 6 to about 10 percent. 

The retailers interviewed reported that they had not increased their purchases 
or accumulated inventory in late 1953 and early 1954, and that they had not 
observed consumers purchasing in excess of immediate requirements. As noted 
above wholesalers reported no inventory accumulations. These views, however, 
appear to be unrepresentative, for roasters increased their sales of roasted coffee in 
the late months of 1953 and in January 1954. In fact, the January 1954 increase 
was very pronounced. Since roasted-coffee prices were also increasing in this 
period, it is unlikely that more coffee was consumed by final users though some may 
have gone into consumer hoards. However, definite statistical data are lacking 
upon which to establish whether at the time of the Commission’s survey there 
were more than normal quantities of roasted coffee in the hands of either the whole- 
saler, the retailer, or the consumer. 


IV THE NEW YORK COFFEE AND SUGAR EXCHANGE AND THE COFFEE-PRICE SPIRAL 


Certain activities on the New York Coffee and Sugar Exchange, in combina- 
tion with imperfections and restraints in the total coffee market, were important 
factors in the recent coffee-price spiral. 
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Imperfections and restraints that stem from the exchange’s organization and 
operating methods are, of course, subject to remedy by the exchange itself, or 
by public regulation which can be provided by legislative authority. Peyond 
this, however, lie structural imperfections in the coffee market which neither the 
exchange nor public regulation can entirely remedy. The two segments of the 
matter, therefore, should properly be considered separately since the exchange 
sannot be responsible for market imperfections which are beyond its control, 
although these may be publicly revealed through the apparatus of future trading. 

Two cardinal standards by which exchange organizations and operations are 
to be judged are: 

1. Whether the contracts adopted provide a trading medium useful to the 
wide variety of traders necessary for the maintenance of a broad competitive 
market, or whether they embody imperfections and restraints which limit their 
usefulness to narrow trade interests. 

2. Whether the rules governing trading and the manner in which they are 
policed are such as to maintain and protect those relations of confidence and trust 
among buyers and sellers and their agents which, by custom or law, or both, are 
regarded as trade secrets, and to provide an open market place for the free inter- 
play of conpetitive forces. 

The economic effects of the varied activities carried on by exchange manage- 
ments and memberships generally are assayable under one or both of these 
broadly stated criteria, or under collateral standards directly derivable from 
them. These criteria involve primarily a determination whether the price of 
futures reflects the reasoned judgment of many traders on both sides of the 
market or whether it is subject to “false starts,’’ erratic movements, concentra- 
tions in trading, and maneuvers that both reflect and create expectations and 
trading patterns inconsistent with actual supply and demand. 

In the coffee trade, a highly important factor is the matter of the contracts 
traded. Judged by the first standard, the ‘‘s’’ (new) contract is too restrictive 
to reflect the interaction of total supply and demand for coffee. This, the only 
contract currently traded in on the New York Coffee and Sugar Exchange, is 
limited in its base to Frazilian coffee shipped from the port of Santos, and with 
certain penalties, from the ports of Paranagua, Angra dos | eis, and | io de 
Janeiro. To be deliverable, coffee from any of these ports must be “strictly soft, 
solid bean,’ vet coffee shipped from Paranagua must. be delivered on the contract 
at 1 cent below Santos coffee of like grade, and coffee shipped from Angra dos 
leis and J] io de Janeiro at one-half cent less than Santos. This in itself tends to 
narrow the effective conmodity basis for futures to Santos coffee for the reason 
that no coffee shipped from any of the penalized ports will normally be delivered 
on the contract unless its commercial price in the spot market is lower than the 
Santos price by as much as the differential. 

The ‘“S’’ contract, therefore, relates to coffee grown in a single geographical 
region and country whereas, in fact, coffee is produced in many pations spread 
over an immense geograpbical area. This means that the price of coffee futures 
in the short run is tied closely to coffee production and conditions of marketing 
in a limited geographical producing area. This is at variance with one of the 
principal prerequisites to competitive, orde.ly, and serviceable exchange opera- 
tions; namely, that the contract should be based upon as broad a production base 
as possible, and especially that the commodity should be geographically as ubiq- 
uitous as possible in order to eliminate the effects of weather, political conditions, 
national policies, labor troubles, and other factors which may greatly affect the 
supply or its movement from a single geographical area or country. 

Furthermore, to be deliverable on futures contracts, coffee must be in New 
York City. This contract provision still further limits the commodity base for 
all trading in futures in the United States. Brazilian coffee represents about 50 
percent of all coffee imported into the United States, about 50 percent of which 
is shipped through the port of Santos. About 40 percent of all Brazilian coffee 
imported enters through the port of New York. Thus, no more than 10 percent 
of United States coffee imports are readily available as the basis for trading in 
futures. But this potential base is still further reduced by the fact that a large 
percentage of the Prazilian coffee imported through New York is owned by coffee 
merchants and processors who have scheduled thei: imports for their own mer- 
chandising and this coffee would be available for delivery on futures only under 
exceptional circumstances. Thus the effective commercial pipeline supply upon 
which the whole structure of futures trading is based is materially less than 20 
percent of all Brazilian coffee imports and less than 10 percent of all coffee im- 
ported into the United States, for no coffee in store at any other port of entry is 
deliverable on the futures, and to transport it to New York would not only take 
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it out of its natural channels of distribution but would also entail unnecessary, 
and often prohibitive, cost. 

Hence, an important factor in the thinness of the coffee futures market which 
makes it subject to erratic price movements is that the Brazilian coffee basis 
contract is not a satisfactory hedging medium even for Brazilian coffee, and is 
patently not a satisfactory hedge for ‘‘mild coffees” grown in other countries, the 
commercial prices of which vary widely and with a considerable degree of inde- 
pendence from the prices of Brazilian coffees. 

The narrowness and unsatisfactoriness of the futures contract as a hedging 
medium thus drives would-be hedgers to seek similar protection through trading 
in “to arrive’ contracts which are claims to all kinds and grades of coffee. <A 
significant volume of trading in these contracts has grown up in spite of the fact 
that they give only uncertain assurance of the grades of delivery and are not 
subject to margins to assure performance. 

Furthermore, the limitation of New York delivery places the coffee trade outside 
of New York at a competitive disadvantage. Importers, merchants, and proc- 
essors who operate in the New York area, to the extent that the futures contract 
affords them a reasonably satisfactory hedge, or enables them to draw outside 
capita! into their business through their hedging operations, enjoy some advantage 
in those market areas where they come into competition with similar importers 
and processors operating through other ports. 

All of these factors arising out of the nature of the ‘‘S’”’ (new) contract. make the 
coffee futures market highly sensitive to manipulation, or even to any unusually 
large commercial operation. 

Evidence of the sensitiveness of the market is to be noted in the fact that the 
purchase of contracts for no more than 4,500 bags at the close of trading on De- 
cember 22, 1950, when the trading floor was bare of selling orders, caused such a 
runup of prices that it was made the subject of ir quiry by the exchange coffee 
control committee 

Traders and brokers at New Orleans have joined with large brokerage interests 
in New York in urging that the contract be broadened to make other growths 
deliverable at commercial differences instead of the fixed differences applying on 
the Santos base contract. The exchange has considered this matter but as yet 
has failed to adopt New Orleans delivery or come to grips with the collateral 
problem of commercial differences for coffees deliverable on the Brazilian basis 
contract. In adopting the broad basis ‘‘U”’ contract, the exchange did provide 
a broader contract, but flexible commercia! differences were not provided. This 
was especially true for growths other than Brazilian coffee. The contract con- 
tinued to be a Santos contract and the fixed differentials set up under it did not 
make it a satisfactory trading medium 

The narrowness of the contract was a facilitating factor in the recent price 
increases. Had the contract been broader and more serviceable to larger seg- 
ments of the trade, it would have attracted more traders to the market, and there 
probably would have been many more sellers willing to take short positions to 
offset the build-up of long positions that launched the price spiral. Moreover, 
under a much broader basis for trading, it would have taken more purchases of 
long contracts to precipitate the price spiral, and the market would have been 
less violently responsive to large commercial and speculative trades. 

Moreover, coffee futures prices which are, of course, intertwined with spot 
market prices, are thereby subject to the monetary, fiscal, and agricultural policies 
of coffee-growing countries, especially Brazil. As is evident from the price history 
of coffee contained in this report, coffee prices are influenced by changes in Brazil’s 
policy with respect to the exchange value of the cruzeiro, which in turn is related 
to its foreign trade policy, and more recently by its policy with respect to coffee 
crop loans and production and marketing controls, and by the actions of the 
Brazilian Coffee Institute. For example, Brazil's devaluation of the “coffee 
cruzeiro” to 23.28 to the dollar on October 9, 1953, precipitated a decline in 
futures prices from $0.595 to $0.5675 per pound, and a decline in the spot market 
price from $0.6125 to $0.58 per pound Again, when on December 2, 1953, Brazil 
decreed that the loan rate on coffee would be increased from 1,200 to 1,500 
cruzeiros per bag, both the futures and spot market prices of coffee increased 
immediately by $0.0125 per pound and continued to increase rapidly thereafter. 
Finally, when the Brazilian Government announced in May 1954, that the mini- 
mum export price of Brazilian coffee would be increased to $0.87 per pound, it 
reversed a 5-week downward trend in the spot and futures prices of coffee, which 
had reached a peak of $0.9635 per pound about the Ist of April 1954. 

These policies inevitably influence trading in the New York Coffee and Sugar 
Exchange, but are in no way integrated with those of the Government having 
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jurisdiction over the exchange itself. Thus, price on the exchange is not deter- 
mined altogether by the free interplay of supply and demand, and traders instantly 
apprised of decisions as they are made in Brazil can capitalize upon them on the 
exchange because of their possession of more complete knowledge. For example, 
a group of seven Brazilian traders entered the coffee futures market on December 
1, 1953, and on the following day, the day the Brazilian Government announced 
its increased crop-loan rate, took substantial long positions. Hence, a second 
important prerequisite for a competitive, orderly, and serviceable futures market 
is not present; namely, that futures prices and expected futures prices should not 
be subject to the arbitrary actions of any particular commercial or political group, 
and that channels of information that affect prices should not be restricted to a 
favored group of traders. 

The extent to which these aspects of the coffee futures market can affect coffee 
prices is adequately illustrated by the trading that took place on the exchange 
between December 1, 1953, and February 26, 1954, a period covered more thor- 
oughly than others by the Federal Trade Commission’s investigation. From 
January 1952 until February 1953, when prices reached the OPS ceiling, the prices 
of both the near futures and spot coffee moved within a modest range of about 
3 cents, the near future moving between a high of 54.70 and a low of 51.15. When 
the market reopened on March 16, prices were sharply up over the previous high, 
starting in the neighborhood of 60 cents for the near future, and then falling until, 
at the beginning of July 1953, quotations were approximately 55 cents for the 
September future. 

The news of the frost during the first week of July moved prices up sharply, 
advancing from 55 cents to 60.3 for the September future on July 31. Prices 
thereafter declined, being about 58 cents at the beginning of December Begin- 
ning with the first week in December 1953, however, the futures prices moved 
steadily into new highs, reaching a peak of 96.35 cents for the July contract on 
April 1, 1954. The movement of the futures market, while influenced by activity 
in other sectors of the coffee market (note the inventory accumulation previously 
mentioned), was an important factor in creating widespread expectations of 
higher prices and in inducing behavior which brought those expectations to reality. 
An examination of both open positions and trading during the 3 months, December 
1 to February 28, attempted to identify the trading patterns which were respon- 
sible for the sustained upward movement of prices. The following table sum- 
marizes the results of this study for four principal groups of traders consisting, 
respectively, of Brazilian traders, traders engaged in the United States spot 
coffee business, other domestic traders not engaged in the spot coffee business, and 
finally, foreign traders other than Brazilian. The data shown are the total num- 
ber of contracts bought and sold by the traders classified in each of these groups 
in each of the 3 months from December 1953 through February 1954. 


Purchases and sales of specified trading groups during the months of December 1953 
and January and February 1954 


Types of trading account 


= wo . United United 
\lonth Volume of trading States States Foreion Total 
Brazilian in spot not in other than trades 
coffee spot Brazil covered 
business coffee 
December Bought 2, 865 3, 322 1,470 IS] 7, 838 
Sold 1,719 4, 070 1, 458 473 7, 750 
Net trades, long or 
short 21, 146 8 748 318 292 2788 
January... . Bought ba ‘ 1, 479 2, 365 1, 686 230 5, 760 
Sold : 2, 019 1, 923 1, 636 184 5, 762 
Net trades, long or 
short. 540 2442 2 50 2 46 22 
February Bought 4 490 , 510 1,175 146 3, 321 
Sold 781 1,470 924 143 | 3, 118 
Net trades, long or 
short_. 3 291 240 2251 23) 23 





| Failure of trades to balance is due to minor discrepancies in reports by carrying brokers. 
2? Long. 
3 Short. 
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The general showing is that Brazilian interests were the only group that bought 
far "nore heavily than they sold in December, while all three of the other groups 
sold more than they bought In January, the trading patterns of the groups were 
reversed; the Brazilians sold more than they bought, and all three of the other 
groups bought more than they sold, with domestic traders in the coffee business 
assuming the bulk of the long position developed in the trading. In February 
much the same pattern continued, with the Brazilians still selling more than they 
bought, and the other three groups all buying more than they sold, but the pre- 
dominant long buying interest now shifted from domestic traders in the spot 
coffee trade to the group of domestic speculative traders not engaged in the spot 
coffee trade. Thus the principal accretions of buying in December were by 
Brazilian interests; in January, by) domestic ¢ offee trade interests; and in February, 
bv domestic spe culative interests not « ngaged in the spot coffee business. Foreign 
interests other than Brazilian were not important buying interests at any time 
during the period covered, although they, like the American trading interests 
shifted from a net selling interest in December to a small net buying interest in 
January and February 


In connection with this general showing, the following facts not revealed by the 
table are important During the first 2 weeks of December, a small group of 
seven Brazilian traders took substantial long positions in the market. This 
group was followed a week later by a second group of seven Brazilian traders, 
which also took substantial long positions in the market The members of the 


first group began selling out their long position on December 21 and 22, while the 
members of the second group similarly began withdrawing from the market later 


in December While the members of the first group were leaving the market, a 
third group of Brazilians, again consisting of seven traders, was entering the 
market Chis third group absorbed many of the long contracts liquidated by the 


first and second groups. The members of the third group carried over their con- 
tracts into January and liquidated the bulk of them by January 13, when prices 
for the March future closed at 72.7: This represented an increase of 15.12 cents 
per pound, or 26 percent, over the closing price bid for the March future on 
November 30, 1953. It marks the price level at which the last of the Brazilians 
appear to have been willing to take their profit. Further, there is scattered 
ey idence in the form of correspondence in the files examined by the Federal Trade 
Commission that this was the highest price certain Brazilian traders thought 
coffee would reach 











The rising price of futures contracts in December set up expectations that 
reverberated throughout the entire United States coffee market. Confronted 
with what appeared to be a rapid ri in coffee prices, domestic traders first 
bought to offset their previous short positions, and then continued in the market 


to become buvers taking long positions which may or may not hay e been specula- 
ve. Imy 


ortant processors who were long also stood for delivery in December, 
whiel tend 











ed further to squeeze the market and enhance prices \s the covering 
of short positions and Brazilian buying drove the price of coffee still higher i: 
December, other bandwagon traders, who normally jump aboard in any major 
price movement oO! the excl ange also took long positions 1n the market, in 
expectation of further price rises, thereby driving the price still higher. In the 
meantime, as stated above, domestic importer-jobbers and roasters continued to 
accumulate inventories in anticipation of higher spot market prices. During 
the period when these Brazilians were in the market, all of them behaved as 
speculators, buying heavily, holding their long positions for a price incre: und 
then selling out the holdings at a profit when prices advanced. By an unex- 
plained combination of circumstances, the entry of the second group as buyers, 


when the first was selling out its long holding, continued the upward trend of 
prices initiated by the buying of the first group, while the entry of the third group 
e same late in December, when both the first and second groups were taking 
heir profits and withdrawing from the market. When the third group of 
Brazilians began selling out their long positions during the first 2 weeks of 


January, there was no equally strong buving interest to take their place, and 
prices fell 5 cents a pound between January 11 and 18. Thereafter, there was a 
period of about 2 weeks during which it appeared that coffee prices might become 
stabilized between 70 and 72 cents per pound. The rapid price rise during 
December, however, apparently led other traders, including both those dealing 
in coffee and speculators, to expect and be willing to pay still higher prices. With 

he exchange greatly reduced in January and still further reduced in 
February to less than half the Lecember volume, a small volume of long pur- 
chases over sales by the domestic and foreign trading groups other than Brazilian 


trading ont 
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became the stimulus to the further price rise which began in February and con- 
tinued through March 1954. 

During the months covered by the Commission’s survey, domestic iaterests in 
the spot coffee trade could have contributed directly and significantly to the price 
spiral only in January, when these trade interests bought more than they sold by 
a total of 442 contracts, while other domestic interests not in the spot coffee trade 
and foreign interests (other than Brazilians) bought more than they sold by less 
than 100 contracts. Thus, the domestic spot coffee interests became the pre- 
dominant long buying interest during January.’ 

In February, however, domestic interests not in the spot coffee business bought 
more than they sold by 251 contracts, as compared with an excess of purchases 
by domestic spot coffee interest of only 40 long contracts, and an excess of only 
3 long contracts by foreign interests other than Brazil. 

In brief summary, the interaction of demand for larger inventories and the 
scurrying to cover short positions in both the spot and futures markets in Decem- 
ber precipitated a coffee price incyease quite out of proportion to the actual supply- 
demand situation. After a period of unusually heavy speculative buying by 
Brazilian interests, there was a period in January when it appeared that the 
market might become stabilized at the level at which Brazilian speculative buying 
was largely withdrawn. Thereafter, continued demand for long contracts by 
domestic coffee trade interests, accompanied by moderate increases in buying by 
domestic and foreign speculative interests other than Brazilian, in a market 
rendered thin by the withdrawal of selling interests, produced increases late in 
January; while in February, with the total volume of trading further reduced, 
comparatively small buying by domestie speculators and trade interests started 
the market on the second upswing which carried it to its alltine peak at the end 
of March. The Commission has made no study of trading subsequent to Febru- 
ary 1954. 

An important factor of uncertainty underlying these violent increases in prices 
is the fact that crop and other supply information on coffee is questionable as to 
its accuracy. In the absence of the Brazilian Government’s publication and dis- 
semination of reliable crop information, the groundwork is laid for rumors and 
strategically worded guesses to become the basis for expectations with respect to 
the present and future supplies of coffee in Brazil, and such rumors and guesses 
cannot be verified by American traders. Hence, in the event of frost, excessive 
rains, other vagaries of the weather, crop diseases, output curtailment, and all 
the other factors which influence exportable Brazilian coffee production, domestic 
traders are put in a position where they must operate on the basis of a composite 
of hearsay, rumor, and fact. The situation in this respect is no better in other 
coffee-producing countries, 


V. EXCHANGE OPERATIONS 


An examination of trading on the New York Coffee and Sugar Exchange reveals 
many respects in which the behavior of the exchange fails to satisfy the standards 
required for a freely competitive and broadly based futures market. The total 
volume of trading in the market has been quite small, for the domestic and inter- 
national coffee trade makes relatively little use of the market in carrying on their 
trade operations. Indeed, it may be said that the most consistent use of the 
market is by Brazilians, and that except for the upward price movement whose 
pattern has just been described, the typical pattern of behavior by Brazilian 
accounts has been to take a long position in a distant future, ard transfer to a 
more distant future when that contract becomes a near future in order to profit 
by the rise in price as the distant futures approach maturity. 

This pattern of trading on the part of Brazilians has been favored by the fact 
that, prior to the rise initiated in the latter part of 1953, distant futures sold quite 
consistently at discounts below the prices of nearly futures. When, however, the 
market started upward in December 1953, the spreads between the near and 
distant futures became exceedingly erratic, reflecting recurrent reappraisals of the 
market situation stemming in part from the lack of reliable knowledge as to con- 
ditions of supply. 

The small volume of trading and the limited participation of domestic trade 
and speculative interests in the coffee futures market render it especially suscep- 
tible to price fluctuations unwarranted by actual supply-demand conditions. A 

2 During December, there was a substantial volume of long buying by domestic coffee interests, but their 
purchases of 3,322 long contracts were more than offset by short sales by interests in the domestic coffee trad 





to the amount of 4,070 contracts. 
43303—54—pt. 2——_9 
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relatively limited volume of trading can significantly affect the course of prices 
on the exchange. And when, as during December 1953, the futures prices 
advanced sharply, it is to be expected that the futures market will significantly 
influence the course of prices in the spot market. 

The coffee futures market has been used by the coffee trade to a limited extent 
for hedging, but no consistent policy of hedging has been followed by the trade. 
Members of the domestic coffee trade have on occasion used the futures market 
to increase their long position and to accumulate supplies of actus al coffee. How- 
ever, out of the 238 roasters responding to the Commission’s roaster questionnaire, 
only 20, or 8.4 percent, traded on the exchange at any time in 1949, 1952, 1953, 
and the first 2 months of 1954. It should be pointed out, however, that this 
failure to use the futures market for hedging is consistent with the roasters’ 
practice of tying roast coffee prices to replacement and expected repacement costs 
rather than to the cost of inventories being processed. Over the same period, 40, 
or over 75 percent, of the 53 reporting importer-jobbers traded on the exchange, 
but many traded only lightly and sporadically, and were sometimes on the same 
side of the futures market as they were in the spot market In the latter case the 
traders were either using the futures market as an alternative and areimeinenaly 
source of coffee stocks rather than as a mechanism for hedging, or were simply 
speculating in futures 


De fects ’ iles and cond ct of the exchar 7é 


Aside from the above factors, the New York Coffee and Sugar Exchange has 
permitted certain practices which are not con lucive to a competitive or lerly, 


and serviceable futures market. Officials of the New York Coffee and Sugar 
Exchange have opposed,.in hearings before the Congress, attempts to place it 
under governmental regulation, asserting that the exchange’s mechanism for self- 


regulation is adequate and renders Government regulation unnecessary. How- 
ever, the Federal Trade Commission’s investigation disclosed that the rules and 
regulations in some instances are loosely drawn, susceptible to abuses, and 
improperly policed. 

Speculative limits.—On the basis of a legislative finding that excessive specula- 
tion may cause sudden and unreasonable price fluctuations, the Commodity 
Exchange Authority was given power to set maximum limits on the daily volume 
of speculative trading and net speculative futures holdings of individual traders 
so as to restrict the manipulative capacity of purely speculative accounts. No 
limit is imposed by the rules and bylaws of the New York Coffee and Sugar Ex- 
change. Its rules merely limit the number of open contracts that a clearing 
member is permitted to carry to 2,500 contracts. This upper limit can scarcely 


ion, inasmuch as it exceeds 





be regarded as an effective curb on excessive specul: 





in many instances the combined total open contracts carried by the approximatel) 
38 members clearing coffee futures 
P we ma? iiatio an l cornering An ad iditions il safeguard which Is contained 


in the Commodity Exchange Act is the provision which places primary responsi- 

ty on the governing board of an exchange to prevent manipulation of prices 
and the cornering of any commodity Direct reference is not made in the rules 
and regulations of the New York Coffee and Sugar Exchange to ‘‘ Manipulation of 
prices and cornering of any commodity,” although a provision is made for the 
appointment of a control committee when “‘a situation or an interest exist in any 
one month or months that might jeopardize the normal functioning of the 
exchange.” 

The Federal Trade Commission’s examination of the activities of the control 
committees of the exchange, which are charged with the responsibility of providing 
the appropriate safeguards against price manipulation and cornering, revealed 
evidence of deficiencies both in organization and operation: (1) The inability of 
the control committee to expose corners and manipulation of prices in event they 
should occur was conceded by the various members who acted as chairmen of 
control committees in the past; (2) one of the firms once investigated by the 
control committee reported to its customer that it had been ‘‘whitewashed”’; 
3) col trol committees were not impaneled on several occasions when officials of 
the exchange felt that a “squeeze’’ was imminent; (4) on one occasion the presi- 
dent of the exchange asked a large account whether it could be relied upon not to 
squeeze the market 

Segregation of customers’ funds.—One of the provisions of the Commodity 
Exchange Act designed for protection of customers is the requirement that futures 
commission merchants segregate and separately account for margin funds de- 
posited with them by customers. In rejecting a proposal made by an exchange 
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member that this safeguard be adopted, the commission committee of the New 
York Coffee and Sugar Exchange reported to the exchange’s board of managers 
that ‘“‘A rule of this kind would hardly be effective unless it were properly policed. 
There would appear to be no objection to such a rule, but as a practical matter 
we believe that this one rule, lifted by itself from CEA regulations would not 
materially add to the proper handling of accounts by member firms.” 

Taking the other side of the customers’ order.—The rules of the New York Coffee 
and Sugar Exchange permits a member to act as an agent and a principal in the 
same transaction pursuant to a general course of dealing between the broker and 
his customer. This practice is objectionable in that all brokers could demand 
that such general authority be given by the customers. Such ean arrangement 
is specifically prohibited by the Commodity Exchange Act which requires that 
prior consent be obtaine d for each transaction in which the broker takes the other 
side of a customer’s order. The practice of acting as an agent and principal in 
the same transaction without the prior consent of the customer is subject to 
abuses. It permits the setting up of accomodation trades having the appearances 
of genuine transactions. 

Pass-outs.,—Pass-outs occur when a broker, having both bought and sold a 
particular future on his own account on a given day at the same price, substitutes 
the buver for himself with the seller, and the seller for himself with the buver, 
thereby eliminating himself as a party to the contract. They are permitted on 
some exchanges regulated by the Commodity Exchange Authority, — to 
regulation to prevent their misuse and provided they are reported to the Clearing 
Association 

Pass-outs were not permitted on the New York Coffee and Sugar Exchange 
prior to an amendment in the bylaws effective December 14, 1953. Although 

mmplaints concerning misuse of the practice were directed to the floor committee 
prior to the amendment, disciplinary action was never taken. Instead, the rules 
were amended to permit the practice. The irregularities under existing exchange 
rules were of common knowledge and condoned by the floor committee members 
whose own dealings were not free of the same practices. In addition, disciplinary 
action was not taken against one member who used pass-outs to his own advantage, 
although the floor committee regarded it as ‘‘an evasion of the established trading 
procedure, and an act detrimental to the best interests of the exchange.”’ 

There is no requirement in the amended rule of the New York Coffee and Sugar 
Exchange that “pass-outs’”’ be reported to the Clearing Association, as required 
by regulated exchanges. Reporting all transactions to the Clearing Association 
assures the maintenance of a permanent record and provides a means for checking 
for possible abuses of the trading rules and for settling disputes be tween members. 
Investigation disclosed the trading records evidencing ‘‘pass-outs’’ are not being 
preserved by members for the period required by the amended rule. 

Ex-pit transactions.—The rules of the New York Coffee and Sugar Exchange, 
like those of other exchanges, require in general that all trades recorded by the 
exchange and submitted for clearance through the New York Coffee and Sugar 
Clearing Association shall be made at open outery on the floor of the exchange, 
An exchange official’s attention was called to the existence of certain practices, 
such as pocke ‘ting of orders by floor brokers and secret trading not made by public 


outery. These practices are a form of bucketing (offsetting orders or becoming : 
buver or seller with respect to an order for which a member is a broker), and are 
unlawful on regulated exchanges. A comparison of the exchange records with 


those of the clearinghouse revealed repeated discrepancies of such mangitudes 
between these two records that it can reasonably be concluded that nonpermissible 
ex-pit transactions were made and cleared. The records of the exchange do not 
disclose that a thorough investigation of the allegations of the ex-pit transactions 
was ever made by the exchange. 


Broker-customer relationship and breach of confidential relationships between prin- 
cipals and agents 


In the course of the Federal Trade Commission’s investigation, it was found 
that floor brokers who act in the legal capacity of agents for large accounts have 
for many years followed a practice of exchanging information concerning the 
detail of the orders executed in behalf of their various principles. A report of 
this information is made available daily to a small inner group. This informa- 
tion enables trades to reconstruct the net open long and short positions of the 
various clearing members and thereby identifies in effect the principals from 
whom they trade. Disclosure of this information can influence the judgment 
of others or attract others into the market by revealing how important traders, 
for example, Brazilian principals who are assumed to be acting on the basis of 
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advance information respecting the coffee situation, are placing their transac- 
tions. Those not receiving the information are placed in a disadvantageous 
position. It can be assumed that market positions are taken in reliance in part 
on this information, causing price fluctuations not warranted by the best esti- 
mates of individual traders acting solely on their independent judgments as to 
supply and demand factors 

Vargin Margins appear adequate, if judged simply in terms of the percent- 
age margins customary on other commodity exchanges in the United States. 
Whether these margins are adequate for a market having the characteristics of 


the New York Coffee and Sugar Exchange is not so easily judged. Moreover, 
the rules of the exchange permit the classification of speculators as ‘‘members 
of the trade.”’ and thereby permit the former to post smaller margins than are 


f 


required of speculators on regulated exchanges, 
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COMPLAINT 


Pursuant to the provisions of the Federal Trade Commission Act, and by virtue 
the authority vested in it by said Act, the Federal Trade Commission, having 
reason to believe that the parties hereinafter referred to as respondents have vio- 
lated the provisions of Section 5 of the Federal Trade Commission Act, and it 
appearing to the Commission that a proceeding by it in respect thereof would be 
in the public interest, hereby issues its complaint, stating its charges in this respect 
as follows 

PARAGRAPH ONE. Respondent, New York Coffee and Sugar Exchange, Inc., 
hereinafter referred to as ‘“‘Respondent Exchange,’ was incorporated as the 
“Coffee Exchange of the City of New York’ under a special act of the New York 
State Legislature on June 2, 1855. The only important change in the corporate 
setup of the Respondent Exchange since its organization occurred in 1916 when 


¢ 
ot 


its scope was extended to include sugar and its name was changed to that which 
it now has. It is a nonstock membership corporation with its office and principal 


place of business being located in the city of New York, New York. 

Respondent New York Coffee and Sugar Clearing Association, Inc., hereinafter 
referred to as “Respondent Association,” is a stock corporation organized and 
doing business under the laws of the State of New York with its office and principal 
place of business being located in New York City, New York. 

Respondent Gustavo Lobo, Jr., is President of the Respondent Exchange for 
the year 1954, as well as a member of its Board of Managers, and likewise is a 
member of Respondent Exchange; he is a stockholder in respondent Association 
and is affiliated with Lobo & Company, which is a clearing member of Respondent 





¥ 
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Association. His office and principal place of business is located at 99 Wall 
Street, New York 5, New York. 

Respondent Leon Israel, Jr., is Vice President of the Respondent Exchange for 
the year 1954, as well as a member of its Board of Managers, and likewise is a 
member of Respondent Exchange; he is a stockholder in Respondent Association 
and is affiliated with Leon Israel & Bros., which is a clearing member of Respond- 
ent Association. His office and principal place of business is located at 101 Front 
Street, New York 5, New York. 

Respondent William F. Prescott is Treasurer of the Respondent Exchange for 
the year 1954, as well as a member of its Board of Managers, and likewise is a 
member of Respondent Exchange; he is a stockholder in Respondent Association 
and is affiliated with Farr & Co., which is a clearing member of Respondent Asso- 
ciation. His office and principal place of business is located at 120 Wall Street, 
New York 5, New York 

Respondent G. W. Knauth is Secretary of the Respondent Exchange for the 
vear 1954, as well as a member of its Board of Managers; he is a stockholder in 
Respondent Association and is affiliated with the New York Sugar Refining 
Company, which is a clearing member of Respondent Association. His office and 
principal place of business is located at 100 Wall Street, New York 5, New York. 

Respondent Jack R. Aron is a member of the Respondent Exchange; he is a 
stockholder in Respondent Association and is affiliated with J. Aron & Co., Ine., 
which is a clearing member of Respondent Association. His office and principal 
place of business is located at 336 Magazine Street, New Orleans, Louisiana. 

Respondent Louis Blumberg is a member of the Respondent Exchange; he is : 





stockholder in Respondent Association and is affiliated with J. Aron & Company, 
which is a clearing member of Respondent Association. His office and principal 


place of business is located at 91 Wall Street, New York, New York. 

tespondent Alfred Boedtker is a member of the Respondent Exchange; he is a 
stockholder in Respondent Association and is affiliated with Volkart Brothers 
Company, which is a clearing member of Respondent Association. His office and 
principal place of business is located at 60 Beaver Street, New York 4, New York. 

Respondent Adrian C. Israel is a member of Respondent Exchange; he is a 
stockholder in Respondent Association and is affiliated with A. C, Israel & Co., 
which is a clearing member of Respondent Association. His office and principal 
place of business is located at 95 Front Street, New York 5. New York. 

tespondent Chandler A. Mackey is a member of Respondent Exchange; he is 
a stockholder in Respondent Association and is affiliated with C. A. Mackey & 
Co., which is a clearing member of Respondent Association. His office and 
principal place of business is located at 111 Wall Street, New York 5, New York, 

tespondent. Phillips R. Nelson is a member of Respondent Exchange; he is a 
stockholder in Respondent Association and is affiliated with Ruffner, Burch & 
Co., which is a clearing member of Respondent Association. His office and 
principal place of business is located at 98 Front Street, New York 5, New York, 

Respondent 8S. A. Schonbrunn is a member of Respondent Exchange; he is a 
stockholder in Respondent Association and is affiliated with S. A. Schonbrunn & 
Co., which is a clearing member of Respondent Association. His office and 
principal place of business is located at 77 Water Street, New York 5, New York. 

Respondent Gustav Wedell is a member of Respondent Exchange; he is a stock- 
holder in Respondent Association and is affiliated with The East Asiatic Co., Inc., 
which is a clearing member of Respondent Association, his office and principal 
place of business is located at 103 Front Street, New York 5, New York. 

The aforesaid respondents, Jack R. Aron, Louis Blumberg, Alfred Boedtker, 
Adrian C. Israel, Chandler A. Mackey, Phillips R. Nelson, 8S. A. Schonbrunn, 
and Gustav Wedell, individually as members and also as representatives of other 
members of New York Coffee and Sugar Exchange, Inc., do not constitute the 
entire membership of the Respondent Exchange, which is approximately 314, 
with the number and membership of Respondent Fxchange varying from year to 
vear, so that it is impracticable to specify here by name each and all of the present 
members of the Respondent Exchange without manifest delay and inconvenience. 
Therefore, the Commission names and includes as respondents in this proceeding 
the aforementioned individuals, both individually as members and as representa- 
tives of the entire membership of said respondent, and all such members as a 
group are therefore made respondents herein and hereinafter are referred to as 
“respondent members.”’ ! 





The latest available list of the names and addresses of members of Respondent Exchange is attached 
hereto and made a part hereof and marked as ‘“‘ Appendix A.” 
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set forth in 


PARAGRAPH TWO. The purposes of the Respondent Exchange, as 


1. To provide, regulate, and maintain a suitable building, or rooms, for 
the purchase and sale of coffee and other similar articles in the city of New 














2. To adjust controversies between its members 
3. To inculcate and establish just and equitable principles in trade. 
1. To establish and maintain uniformity in its rules, regulations, and 
ina 
». To adopt standards of classifications 
6. To acquire, preserve, and disseminate useful and valuable information, 
1, genera 
7. To promote e coffee and sugar trades in the city of New York, to 
use t yin ind ig the facilities with which they may 
De ( tucted 
Che gove t of the Respond Exchange is vested in a Board of Managers, 
I of three officers, the president, vice president, and treasurer, and 
e membe divided into two classes of six members each, with one class 
atically retiring each vear This board combines in one body all of the 
executive management, legislative ulative, and quasi-judicial functions exer- 
( {tb he Re nae I its daily operatio : The bvlaws of the 
Responde Exchange pr the president of the Respondent Exchange 
ll, subject t he approval of the Board of Managers, appoint approximatey 
wel tanding committe 
{mo eis a com tee on coffee which consists of five members, at least 
one of w the chairmar ist be a member of the Board of Managers; and 
two members must be identified with the Mild Coffee Trade This committee 
cons reports, and recommends to the Board of Mans rs, for its aevion, 
ich matters pertaining to coffee as they consider advisable and beneficial to 
tl nterests of the Respondent Exchange 
The bylaws of the Respondent Exchange provide that ‘no contract for the 
future deliverv of Coffee shall be recognized, acknowledged, or enforced by t! 





nmitte or Officer tt ereof, inless bot! parties thereto shall 


oF f al om i 
be members of the New York Coffee and Sugar Exchange, Inc., provided, how- 
ever, that members shall offer their contracts for clearance to the New York 
Coffee and Sugar Clearing Association, Ine., which shall become by substitution 
a party thereto in place of a member, and, thereupon, such Association shall 


become subject to the obligations thereof and entitled to all the rights and 
privileges of a member in holding, fulfilling, or disposing thereof.’ 

The bylaws of the Respondent Exchange further specifically provide that all 
contracts for the future delivery of coffee shall be in a form set forth in said 
bylaws 

The bylaws of Respondent Exchange cannot be altered or amended unless 
same has been approved by a two-thirds vote of the Board of Managers present 
and voting, and ratified by a majority vote of the respondent members voting 
by ballot, at an election held for that purpose, of which proper notice } 





has peen 
Live! 

PARAGRAPH THEFEE, The purpose of the Respondent Association, with respect 
to coffee, is the purchase and sale of coffee for future delivery and the acquisition 


by purchase or otherwise of contracts, made in accordance with the bylaws, 


rules, and regulations of the Respondent Exchange for the purchase or sale of 


Coffee * * * for future delivery, and the assumption of the obligations arising 
thereunder; the settling, adjusting, and clearing for compensation of such con- 


tracts; the buying, selling, receiving, carrying, storing, and delivering of Coffee 


‘ but only in connection with the foregoing purchases.” 
PARAGRAPH FOUR fespondent Association has less than 100 stockholders, 


each of whom is a member of respondent Exchange. Each of said stockholders 
individually, or the firm or corporation with which he is affiliated, is known as a 
“clearing member’ of Respondent Association. Respondent members enter into 
contracts with each other for the future delivery of coffee in accordance with the 
bylaws, rules, and regulations of the Respondent Exchange, and in so doing avail 
themselves of the facilities 9nd services furnished by said Respondent Exchange. 
Such contracts, thus entered into by respondent members, are cleared through the 
Respondent Association by its clearing members of the Respondent Association, 
with the result that the Respondent Association assumes the obligations of the 
respondent members of the Respondent Exchange under such contracts. 


v 


STUDY OF COFFEE PRICES 477 


Such contracts for the future delivery of coffee are entered into by respondent 
members for their own account or for the account of others who either have an 
interest in coffee or are speculating. Such contracts provide for the purchase 
and sale of a specified amount of green coffee of certain grades and qualities at a 
certain price for delivery at a certain place within a certain month in the future. 

such contracts for future delivery on Respondent Exchange ordinarily are not 
actually performed by making or taking delivery of the coffees specified therein 
but are offset by other contracts which assume a contrary obligation. 

PARAGRAPH FIVE. “Transactions in futures,’? as exemplified in the buying 
and selling of coffee for future delivery by the respondent members on the Re- 
sponden 









Fxchange and Respondent Association, are affected with a national 
public interest. The prices for the coffee involved in such futures contracts are 
generally quoted and disseminated throughout the United States and in foreign 
countries as a basis for determining the actual prices to the producers and con- 
sumers of coffee. There is a direct relationship existing between the prices speci 
fied in a contract for delivery of coffee at a future date and the “‘spot”’ price of 
that same coffee on this date. 

In order for the respondent members to be enabled successfully to offset their 
obligations to sell and purchase under futures contracts, that is, in order te 
ige,”’ “spot”? prices must be based upon the future market. As a result, 
those who purchase and seil coffee on the “spot” market continually turn to the 
prices determined in the Respondent Exchange for future deliveries of coffee, 

PARAGRAPH Six. Coffee consists of some two dozen species or growths and 
is grown in many countries of Central and South America and Africa. Brazil, 
the largest producer, accounts for about 47 percent of the world’s suppiv of 


“hedge the 


coffee. None is produced in the continental United States. The American 
trade deals almost exclusively in coffee which is grown in the Western Hemi- 
sphere The trade makes a broad distinction between coffees produced in Brazil, 


which are described as ‘‘Brazils’’ and all the others, which are described as “milds.”’ 

Furthermore, Brazilian coffees are classified into several growths, which, 
broadly speaking, bear the names of the ports in Brazil through which, for the 
most part, they are exported, one of which, for example, is Santos. 

There is also a variation among the ‘‘milds.’’ They typically bring a better 
price than Brazils. Columbian, other Central and South American coffees, some 
\{rabian and some African coffees are the principal “milds.”’ 

\ beverage may be made from any one coffee but the product usually sold 
commercially to consumers is a blend. While the composition of any given 
blend ordinarily is a trade secret, it is known that the standard brands of good 
coffee in the United States are a blend of 15 to 40 percent of mild Columbian 
and Central American coffees with the balance being of Brazilian coffees. 

The United States is the largest coffee consumer in the world, taking approxi- 
mately 65 percent of the world’s exportable production. In 1953 this country 
imported 2.78 billion pounds of coffee valued at almost one and a half billion 
dollars. Fifty percent of the total coffee imported into the United States is from 
Brazil. About forty percent of all imports from Brazil (or about twenty percent 
of total imports) enters the United States through the port of New York. Approxi- 
mately fifty percent of such Brazilian coffee shipped to New York (or about ten 
percent of total imports) is shipped from the port of Santos, Brazil, with the 
bulk of the balance being shipped from the three other Brazilian ports which are 
referred to in PARAGRAPH TEN. A substantial part of this Brazilian coffee coming 
into New York is scheduled for processing by its owners and is usually not avail- 
able for other purposes. 

PARAGRAPH SEVEN. Respondents collectively are engaged in interstate com- 
merce, as such ‘‘commerce” is defined in the Federal Trade Commission Act, in 
the business of operating a coffee futures market. Each of the respondents, 
individually, enters into contracts or furnishes services or facilities, or both, which 
constitute a separate business as well as a part of said futures market business. 

Said futures market business is based upon contracts for the purchase and 
sale of coffee for future delivery entered into by and between respondent members 
on their own account, or for the account of others located in many foreign countries 
and in States other than the State of New York. Said contracts are traded in on 
the Respondent Exchange under the terms of its bylaws and rules and by the use 
of its services and facilities. Thereafter, said contracts are cleared through 
Respondent Association by respondent members, in the manner hereinbefore 
deseribed, with the result that said Association assumes the obligations of 
respondent members under said contracts. 
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nvolved in said futures mg business, and without which said business 


i 








could not be conducted, is t continuous transmission of great quantities of 
r credit. documents. information. and communications between the State 


of New York and many other States of the United States and also many foreign 


rie 
Furthermore, many of respondent members are also directly engaged, for their 
own account or for the accounts of others, in the purchase and sale of ¢ f{fee, in 
form, in connection with which they ship, or cause to be shipped, such coffee 
fror any foreign countries into the United States and also between and among 
he several States of the United States, or both Involved in, and part of, said 
Interstate commerce » engaged in by a substantial number of said respond nt 
bers, is the purchase and sale of coffee for future delivery under the terms of 
iforesaid contracts traded in as aforesaid 
PARAGRAPH EIGHT. Competition exists, on the Respondent Exchange and in 
he Responsent Association, between the respondent members as well as between 
such members and others who, while not members, act through some respondent 
membet ll e purchase and sale of contracts for future delivery of coffees 


produced in different parts of Brazil as well as those produced in other parts of the 


world, regardless of ports of importation into the United States and regardless of 
the grade growths, and qualities of such coffees: competition also exists between 


me of tl responde nt members and between suc members and others in the 





purchase and sale of coffee in some form except insofar as both types of such 


competition have been restricted and restrained by the illegal agreement, under- 





standing, and planned common course of action between and among the respond- 
ents and the aets and practices performed by said respondents as part of and in 
pursuance thereto, as hereinafter set forth 


PARAGRAPH NINE. The Respondent Exchange, acting for itself and also on 
behalf of its officials and the respondent members, the respondent members 
hemselves, and the Respondent Association acting for itself and the respondent 
members, have, since about 1946, entered into and maintained, and are still 
maintaining, an agreement, understanding, and planned common course of action 
to restrict and restrain, and are still restricting and restraining the entering into of, 
and trading in, contracts on the Respondent Exchange for the buying and selling 
of coffee for future delivery and also the actual buying and selling of coffee itself. 

PARAGRAPH TEN. Pursuant to and in furtheran of the aforesaid agreement, 
tanding, and planned common course of action, respondent members, 





in accordance with the provisions of the bylaws of the Respondent Exchange, 
hereinbefore set forth in PARAGRAPH TWO, did, in conjunction with, and in coopera- 
tion with, Respondent Exchange, in November 1948, adopt and have since main- 
tained a form of contract for the buying and selling of coffee for future delivery by 
respondent members on Respondent Exchange, which unreasonably restricts, 
restrains, and limits competition in interstate and foreign commerce in coffee and 
the entering into of, and trading in, contracts in interstate and foreign commerce 
on Respondent Exchange and in Respondent, Association, for the future delivery 
of coffees of grades, growths, and qualities other than those covered by said form 
of contract 

Under the terms of said contract, which is designated by said Respondent 
Exchange as the ‘‘S’”’ contract and which was amended and modified by the re- 
spondent members in conjunction with Respondent Exchange in 1953, there was, 
and is, deliverable only coffee of certain specified grades which is grown in Brazil 
and shipped from a limited number of specified ports therein to the port of New 
York. Prior to said modification, said contract specified Santos as the only 
Brazilian port of origin. After said modification, said contract specified four 
srazilian ports of origin, including Santos, but provided that deliverable coffee, 
shipped from said Brazilian ports other than Santos, was deliverable only at fixed 
differentials under the values for deliverable coffee shipped from Santos. 

Although there may have been and may be available on Respondent Exchange 
and in Respondent Association, for the purpose of buying and selling coffee for 
delivery in the future, contracts other than the aforesaid contract ‘‘S’’, the pro- 
visions of such other contracts, pursuant to and in furtherance of the aforesaid 
agreement, understanding, and planned common course of action, were and are 
so prepared, constructed, and contrued by respondents so as to prevent, and 
they have and do actually prevent, the respondent members from dealing on the 
Respondent Exchange and through and by means of Respondent Association in 
anv contracts except the aforesaid contract ‘S”’ 

PARAGRAPH ELEVEN. The purpose and effect of the aforesaid agreement, under- 
standing, and planned common course of action between and among the respond- 
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ents and the acts and practices done in furtherance thereof, and pursuant thereto, 
have been and are: 

1. To restrict and restrain unduly trading by respondent members in con- 
tracts for the future delivery of coffee in the Respondent Exchange and by 
and through Respondent Association; 

2. To prevent the trading by the respondent members on the Exchange, 
and by and through Respondent Association, from being au adequate reflec- 
tion of the interaction of a substantial part of the total supply and demand of 
coffee; 

3. To prevent the prices of futures in coffee from reflecting the reasoned 
judgment of many traders on both sides of the market; 

+. To permit and enable, and they have permitted and enabled, the prices 
of futures to be subject to false starts, erratic movements, concentration in 
trading, and maneuvers that both reflect and create expectations and trading 
patterns inconsistent with actual supply and demand; 

5. To narrow the effective commodity basis for futures contracts, traded 
in by respondent members on Respondent Exchange and by and through 
Respondent Association, to coffee of certain specified grades which is grown 
in Brazil 9nd shipped from four ports therein, including Santos, to the port 
of New York; and to tend to narrow said basis still further to said coffee 
shipped from only one of said ports, namely, Santos; 

6. To tend to tie closely, at least for short periods of time, the prices of all 
coffees to those resulting from the trading on Respondent Exchange of con- 
tracts restricted to coffee production, and conditions of marketing, in a limited 
geographical area; 

7. To prevent a substantial amount of “hedging’’ of coffee, including 

srazilian coffee, in the futures market conducted by respondents; 

8. To tend to bring about and result in prices at which coffees are actually 
bought, sold, and delivered being inconsistent with competitive supply and 
demand conditions. 

PARAGRAPH TWELVE. In addition to the effects, as hereinbefore set forth, the 
aforesaid agreement, understanding, and planned common course of action be- 
tween and among the respondents and the acts and practices of the respondent 
done in furtherance thereof and pursuant thereto, likewise have contributed to 
and promoted substantial inereases in the prices which the consuming public 
has been required to pay for coffee, and have a dangerous tendency unduly to 
hinder competition in the purchase and sale of coffee in interstate and foreign 
commerce, 

PARAGRAPH THIRTEEN. Each of the respondents herein has, directly or in- 
directly, participated in, approved, or adopted the aforesaid agreement, under- 
standing. and planned common course of action and the acts and practices done 
in furtherance thereof and pursuant thereto. 

PARAGRAPH FOURTEEN. The agreement, understanding, and planned common 
course of action between and among the respondents, and the acts and practices 
done in furtherance thereof and in pursuance thereto, as hereinbefore alleged 
have a dangerous tendency unduly to hinder and restrain competition between 
and among respondent members and between such members and others in the 
trading on Respondent Exchange, and by and through Respondent Association, 
of contracts for future delivery of coffee in commerce, as ‘‘commerce’’ is defined 
in the Federal Trade Commission Act, and have likewise restricted and restrained 
competition between and among respondent members and with others in the 
purchase and sale of coffee in commerce as same is defined by the Federal Trade 
Commission Act, and such agreement, understanding, planned common course 
of action and such acts and practices, all and singularly, are all to the prejudice 
and injury of the public and constitute unfair acts and practices and unfair 
methods of competition in commerce within the intent and meaning of Seetion 5 
of the Federal Trade Commission Act. 

WHEREFORE. THE PREMISES CONSIDERED, the Federal Trade Commission, on 
this 7th day of October, A. D. 1954, issues its complaint against said respondents. 


NOTICE 


Notice is hereby given you New York Coffee and Sugar Exchange, Inec., New 
York Coffee and Sugar Clearing Association, Inc., and Gustabo Lobo, Jr.. Presi- 
dent, Leon Israel, Jr., Vice President, William F. Prescott, Treasurer, as officers, 
members of the Board of Managers, and as members of New York Coffee and 
Sugar Exchange, Inc., G. W. Knauth, as Secretary of New York Coffee and 
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Sugar Exchange, Inc.; Jack R. Aron, Louis Blumberg, Alfred Boedtker, Adrian C. 
Israel, Chandler A. Mackey, Phillips R. Nelson, 8. A. Schonbrunn, and Gustav 
Wedell, individually as members and also as representatives of other members ? 
of New York Coffee and Sugar Exchange, Inc., respondents herein, that the 
14th dav of December, A. D., 1954, at 10 o’clock is hereby fixed as the time, and 
Federal Trade Commission Office, U. S. Court House, Foley Square, New York 
New York, as the place when and where a hearing will be had before William L 
Pack, a hearing examiner of the Federal Trade Commission, on the charges set 
forth in this complaint, at which time and place you will have the right under 
said Act to appear and show cause why an order should not be entered requiring 
you to cease and desist from the violations of law charged in this complaint 

You are notified that the opportunity is afforded you to file with the Com- 
mission an answer to this complaint on or before the twentieth (20th) day after 
service of it upon you. Such answer shall contain a concise statement of the 
facts which constitute the ground for defense and shall specifically admit or deny 
each of the facts alleged in the complaint unless you are without knowledge, in 
which case you shall so state. Failure to file an answer to or plead specifically 
to any allegation of the complaint shall constitute an admission of such allegation. 

If respondent desires to waive hearing on the allegations of fact set forth in 
the complaint and not to contest the facts, the answer may consist of a state- 
ment that respondent admits all the material allegations of fact charged in the 
complaint to be true. Such answer will constitute a waiver of any hearing as 
to the facts alleged in the complaint and findings as to the facts and conclusions 
based upon such answer shall be made and order entered disposing of the matter 
without any intervening procedure. The respondent may, however, reServe in 
such answer the right to submit proposed findings and conclusions of fact or of 
law under Rule X XI, and the right to appeal under Rule XXIII. 

Failure to file answer within the time above provided and failure to appear at 
the time and place fixed for hearing shall be deemed to authorize the Commission 
and Hearing Examiner William L. Pack without further notice, to find the facts 
to be as alleged herein and to issue the following order in this proceeding: 

Ir Is OrnpERED that respondents, New York Coffee and Sugar Exchange, 
Ine., a corporation, its successors, assigns, officers, directors, employees, 
agents, and representatives, New York Coffee and Sugar Clearing Associa- 
tion, Ine., a corporation, its successors, assigns, officers, directors, employees, 
agents, and representatives, Gustavo Lobo, Jr., as president, member of the 
Board of Managers and member of Respondent Exchange, Leon Israel, Jr., 
as vice president, member of the Board of Managers, and member of the 
Respondent Exchange, William F. Prescott, as treasurer, member of the 
Board of Managers and member of the Respondent Exchange, G. W. Knauth, 
as Secretary of Respondent Exchange, Jack R. Aron, Louis Blumberg, 
Alfred Boedtker, Adrian C. Israel, Chandler A. Mackey, Phillips R. Nelson, 
S. A. Schonbrunn, and Gustav Wedell, individually, as members of the 
New York Coffee and Sugar Exchange and all of the members of Respondent 
Exchange, directly or indirectly, jointly or severally, or through any corporate 
or other means or device, in connection with the operation of a coffee futures 
market, and in connection with the formation, adoption, entering into, or 
trading in of contracts for the purchase or sale of coffee in any form for 
future delivery in commerce, as ‘“‘commerce’’ is defined in the Federal Trade 
Commission Act, or for the purchase or sale of coffee for actual delivery in 
commerce, as said “commerce” is so defined, do forthwith cease and desist 
from entering into, continuing, cooperating in, or carrying out any agree- 
ment, understanding, or planned common course of action, whether express 
or implied, between any two or more of said respondents, or between any 
one or more of said respondents and others not parties hereto, to do or perform 
any of the following acts or practices: 

1. Dealing exclusively in the forms of contract provided for in the 

bylaws of Respondent Exchange as of the date of August 1, 1954: 

2. Restricting or limiting trading, by any means or method, in con- 
tracts for future delivery of coffee, to any form of contract or contracts, 
under the terms of which, or which in operation or effect, exclude as 
deliverable thereunder any grade, growth, or quality of coffee which is in 
general use in the coffee trade of the United States. 

Ir Is FurTHER ORDERED that in addition to the regular service of the 
findings as to the facts, conclusion, and order to cease and desist upon the 








2 The latest available list of the names and addresses of members of Respondent Exchange is attached 
hereto and made a part hereof and marked as Appendix A 
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specific respondents named herein, a copy of said document shall likewise 
be served upon all officials of Respondent Exchange as of the date of the 
service of this order, and upon all members of the Respondent Exchange as 
set forth in Appendix “A’’ to the complaint, and that the provisions of this 
order to cease and desist shail have the same legal force and effect as though 
each and every one of said officials and members of Respondent Exchange 
were specifically named herein. 

The inclusion of such order to cerse and desist in this complaint will be without 
effect in the event you show cause on or before the 14th day of December A. D. 
1954, why such order should not issue 

In Witness Wuereor the Federal Trade Commission has caused this, its 
complaint, to be signed by its Secretary and its official seal to be hereto affixed, 
at Washington, D. ©., this 7th day of October A. D. 1954. 

By the Commission, 
[SEAL] Rosert M. Parrisn, Secretary. 


ApPpENDIX A. List oF NAMES AND ADDRESSES OF MEMBERS OF NEW YORK 
CoFFEE AND SuGAR EXcHaANnGgE, INC. 


(Corrected to June 15, 1954] 


Adda, Fernand C. A., Hotel Mirabeau, Lausanne, Switzerland 
Anisansel, Arthur A., 107 Wall Street, New York 5, N. Y. 

Antuna, Barnardo, 106 Wall Street, New York 5, N. ¥ 

Arca, Manuel, Jr., Estrada Palma No. 35, Mansamillo, Cuba 

Aron, J., 91 Wall Street, New York 5, N. Y. 

Aron, Jack R., 336 Magazine Street, New Orleans 10, La 

Ascher, Gerard G., 99 Wall Street, New York 5, N. Y 

Ashkenazi, Joshua, 350 Fifth Avenue, New York 1, N. \ 
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